




QjJfUU 


112o 



Librarian 

Vttarpara Joykci^nri iVoii” Libraif 
Oovt. of Wc«l Bengal 




Chap. I.J 


SYNOPSIS OF 


CH VPTEll 


1. 


The Principles of Auditing. 

§ 1 Tim ()t ic in < * dihno t 
2 — I Hi \ATX I F *\D Df 1 INiriON OF \\ Audii 
1 - 1>U: OliJFclS LI \lDir 

a) Iht Detection oi ] rami 
(?) The Detection ol I rrors 

(1) Eirors ol Omission 

(2) Errors oi commission 
( 1) Clencal Lriois 

(4) 1 riois of Principle 
(M torn] nsitmg JLriois 

4 VARIOl^ CLASSES u \idiis \nd ihiii Ynv v\j vous 

(a) \udit*- under Statute 

(?) Jhc \udit oi the \ctounls ol Pm iti Linns. 

(r) 1 lit Vuciit ol the Vccount oi Pn\ tit 1 n li vicinal*- 
(t?) The \udit oi I lust \tc aunts 

5 — Ihl Comiui oi *\ VuDir- 

(a) ( ontmuous and Tmal oi ( onipItU 1 Vn lits 

(1) Copt mucous Yudit 

(2) Final or C ompletcd \udit 

(?) Coi bidtiations on the Comm nccincnt oi iNew Yudit 

(c) \uditNott Books. 

(d) Method of Woik 

6 — Th* Quali ri£S Kk^uiklo of an Aidiioh 



2 


PRACTICAL AUDITING. 


[Chap. I. 


CHAPTER I. 

THE PRINCIPLES OF AUDITING. 


§ 1.— The Origin of Auditing. 

The ’ practice of Auditing had its origin in the 
necessity for the institution of some system of check 
upon persons whose business it was to record the 
receipt and disbursement of moneys on behalf of 
others. In the early stages of civilisation the methods 
of account were so crude, and the number of trans- 
actions to be recorded so small, that each individual 
was.no doubt able to check for himself all his trans- 
actions ; but, as soon as the ancient States and Empires 
acquired any coherent organisation, records are found 
of systems of check being applied to their public 
accounts, the ancient Egyptians, the Greeks,* .and the 
Romans, all having utilised systems of check and 
counter-chqek as between the various financial officials. 

The ancient records of Auditing are confined prin- 
cipally to public accounts, but there is clear indication 
that from an early date it .was customary for an Audit 
of the 'accounts of manors and estates to be performed. 
ThU person whose duty it was to make such an exami- 
nation oi accounts became known as the Auditor, the 
word being derived from the Latin aytUre, to hear. 
Originally the accounting parties were required to 
attend Mure the Auditor who heard their accounts. 
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m 

It was not until the 15th centuiy that the great 
impetus given to trade and oommerce generally by the 
Renaissance in Italy, led to the evolution of a system 
of account which should he capable of recording 
completely all kinds of mercantile transactions, and 
the principles of double entry were first published in 
1434 at Venice by Luca Pacioio, although the system 
had been more or less utilised during the preceding 
century. It thus became possible to record not only 
cash transactions, but all transactions involving 
matters of account, and the duties of the Auditor 
correspondingly increased. 

The increase in volume of trading operations, 
necessitating the use of more capital than was at the 
disposal of the average trader, induced him to combine 
in partnership with others for the purpose of obtaining 
the requisite capital, and this tendency was a potent 
factor in the evolution of a more perfect system of 
accounts. 

In the same way no doubt it had a material effect 
on the practice of Auditing, but the Audit of business 
accounts did not become common until the 19th 
centurv..* The enormous increase in trade in that 
period, which was fostered by the discovery of steam 
traction and by mechanical inventions generally, led to 
the formation of numberless Joint Stock Companies, 
and other corporate undertakings involving the use of 
large sums of capital under, the management of a few 
individuals. Under these conditions the advantages 
to be obtained from utilising the services of Auditors 
became apparent- to the commercial public generally, 
and a great increase in the practice of Auditing resulted, 
until at the present day it forms the most .important 
part of a Professional Accountant’s business. 
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§ 2. — The Nature and Definition of an Audit. 

f 

It has been pointed out that the original purpose 
of an Audit was principally confined to ascertaining 
whether the accounting party had properly accounted 
for all receipts and payments on behalf of his principal, 
and was in fact merely a ('ash Audit ; but the object 
of a modern Audit, although it includes the examination 
of cash transactions, has as its ultimate aim the verifi- 
cation of the Balance Sheet of the undertaking ; and, 
since the Balance Sheet must incorporate in one form 
or another the balance of the Profit and Loss or 
Revenue Account, the Audit must extend to the 
examination of that account also. 

An Audit may then be said to be such an examina- 
tion of the books, accounts and vouchers of a business, 
as shall enable the Auditor to satisfy himself whether 
or not the Balance Sheet is properly drawn up, so as 
to exhibit a true and correct view of the state of the 
affairs of the business, according to the best of his 
information and the explanations given to him and 
as show n by the books,; and if not, in what respects 
it is untrue or incorrect^' 

It must not be implied from the above definition 
that the whole duty of the Auditor is to compare the 
Balance Sheet with the boyks in order* to see that it 
agrees therewith. He must do this, but he must also 
by the exercise of reasonable skill and diligence, satisfy 
himself that the books themselves contain a proppr 
record of the transactions entered into, as far as his 
information and the explanations given to him extend. 
This will involve an examination more or less complete 
of the whole of the transactions of the bysiness, and 
the manner in which they are recorded. How far 
such an examination must extend will depend upon 
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the individual circumstances of each case, and must 
be decided by the exercise of the Auditor’s judgment. 
It is sufficient here to say that whatever the extent 
of the examination, it must be such as will satisfy 
the Auditor, having regard to whether he is acting 
under the direct instructions of his clients or under 
Statute law. 

§3.— The Objects of an Audit. 

The two principal reasons tor which an Audit 
may be instit uted are : - - 

1 (a) The Detection of Fraud, 

( b ) The Detection of Errors, 

and coincident with these the prevention of fraud 
and errors by reason of the deterrent and moral effect 
of the Audit. 

(a) The Detection of Fraud. 

* 

111 the minds of the public at large, and of the 
majority of* clients, the discovery of fraud is so far 
the principal function of the Auditor as to overshadow 
his otjier-duties entirely, and there can be no question 
that it is of primary importance. 

Fraud raay*be divided broadly into two, cl asses : 

( 1 ) Defalcations, involving either misappropriation 
of money or goods. 

( 2 ) The fraudulent manipulation of accounts not 
involving defalcation. 

As regards the first class of cases, where accounting 
parties are not subjected to any form of check, the 
opportunities of committing fraud are so frequent, 
and the methods necessary to conceal it so com- 
paratively simple, that it is safe to say that no business 
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of any size could be carried on under such conditions 
for very long without grave risk of fraud taking place. 
In businesses of a small nature, where the individual 
proprietor is in touch with the whole of the detail, 
and is able to effectually supervise it, the possibilities 
of concealing fraud may be remote. As soon, however, 
as the business increases and the proprietor is no 
longer able to do this, if a check is to be maintained 
at all it must be carried out either by members of 
jthe staff themselves or by an outside Auditor. ‘Where 
the staff is sufficiently numerous to enable the whole 
of the work' to be checked efficiently by members 
thereof, other than those who carried it out in the 
first instance, what is known as an Internal Check 
comes into operation, and the first business of the 
Auditor should be to carefully examine the system 
in force, and ascertain its deficiencies, if any. The 
strength of a chain is the strength of its weakest link, 
and the same may be said of a system of Internal 
Check. « 

The Auditor, therefore^ should pay “ particular 
attention to those classes of transactions which offer 
special facilities for fraud, the principal of which are 
Cash transactions of one kind or aqoth^r. 

As general principles only are under consideration 
here, the actual way in which these transactions should 
be verified will be dealt with in ‘due course, but it 
may be noted that there are two method by means, 
of which misappropriation of moneys may be con- 
cealea ; the first py the inclusion of fictitious payments : 
and the second by the omission of receipts, the latter 
class being much the more difficult to detect, 

The ^ffiountof detail checking which the Auditor 

loan satisfy himself that no 
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fraud exists, will depend to a great extent on the 
system of Internal Check in operation. Where that 
system is good, collusion between two or more persons 
must be involved before fraud can remain undetected. 
Collusion is not infrequent, and cases of it occur from 
time to time ; but, though certain individuals may not 
themselves be inherently honest, they see the force of 
the proverb that “ Honesty is the best policy.” Such a 
person might consider it more to his advantage, when 
approached by a fellow clerk with a view to collusion, 
to report the matter to his principals in order to gain 
the reward due to a faithful servant, than to participate 
in the fraud, and incur the risk of discovery, with its 
resulting consequences. The necessity for collusion, 
therefore, is a very great safeguard, and one which the 
Auditor is entitled to rely upon. He must not of course 
do this indiscriminately, and assume that because there 
is a good system of Internal Check in operation he 
need perform no detail checking whatever. He nfust 
test the transactions as exhaustively as the circum- 

at' * 

stances permit, and should he find anything irregular 
he will then make a complete examination. 

The’ second class of fraud involving the falsification 
of accounts without ^corresponding defalcations, is 
naturally considerably Jess frequent than the class 
of fraud above-mentioned, but when it does occur it 
sometimes involves very large amounts. It may be 
.done for the purpose of bolstering up a business which 
is in an insecure condition, in order to maintain the 
confidence of Shareholders or the public ; or it may 
be done by a Manager for the purpose of increasing, 
the apparent profits of the business, thus showing that 
he has been successful inhis t management,, and possibly 
increasing the commission on results payable to him ; 
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or by Directors for the purpose of enabling them to 
pay dividends which -would otherwise not have been 
possible. Several notable cases of this sort of falsi- 
fication have occurred. It need only be pointed out 
here that this form of traud is often very ingeniously 
and skilfully concealed, and is in many cases carried 
out by persons holding positions of the highest trust, 
and having the entire confidence of Directors and 
Shareholders. 

(b) The Detection of Errors. 

The second object oi an Audit max be said to be 
the Detection of Erroi s. Often what appear to be in 
the first instance merely clerical errors, are ultimately 
found to be due to fraudulent manipulation, and it is 
therefore important for the Auditor to carefully examine 
the cause of any error, hoxxevev slight it may appear 
to be. The vast majority of errors, how ox er, are 
bond fide, and due either to carelessness or ignorance. 

Errors may be classified under the following 
headings : — 

f (1) Errors of Omission, 
j (2) Errors of Commission. 

And these again may be classified as 
, (3) Clerical Errors. 

, (4) Errors of Principle. 

While there is a further type knoxvn’as 
j (6) Compensating Errors. 

(1) Errors of Omission. 

An Error of Omission arises when any transaction 
is left either wholly 6r partially unrecorded in the 
books. If the former, the omission will not affect the 
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Trial Balance, and will consequently be more difficult 
to detect. Sometimes it is apparent from the balance 
of an account that ah entry has been omitted; e.g. 
the Rent Account may show that rent for three quarters 
only Jias been paid, and no entry may have been made 
recording the quarter outstanding. This would become 
apparent as soon as the item of rent was compared 
with that of previous years, or the Ledger. Account 
examined, but many other cases can be instanced 
which are much more difficult to deal with; e.g. an 
item of Purchases may be omitted, with the result that 
the purchases appear as less than they really are, and 
the Creditors are similarly affected. This could not 
be disclosed by the Trial Balance, but might appear 
from an examination of the Ledger Account or the 
Creditor’s Statement. Where onfy one aspect of the 
transaction is recorded, the omission will throw out 
the Trial Balance. This most frequently arises by 
reason of items not being posted. . 

K 

(2) Errors of Commission. 

An Error of Commission arises when a' transaction 
is incorrectly recorded, either wholly or partially. In 
the former case the Trial Balance may not be affected, 
but the error "should be discovered when „the trans- 
action is vouched or otherwise checked ; e.g. an entry 
in a Sales Day Bopk might be made, and the calcu- 
lation of the value of the goods incorrectly extended. 
Tfie posting of the incorrect item would be made to 
the Ledger, and the error would not be discovered 
until either the calculation was checked or notice 
received from the customer. .If the transaction is 
partially incorrectly recorded,' the result will be to 
throw the Trial Balance out to that extent ; e.g. where 
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an item in the Sales Day Book is posted incorrectly 
to the Ledger. 

(3) Clerical Error v. 

A Clerical Eitoi* is one occasioned by an incorrect 
posting ; or by posting an item to a wrong account, 
but one of the same class to which it should have been 
posted ; e.g. an item might be posted to the debit of 
A instead of to the debit of B. Tf therefore the Trial 
Balance is agreed, all clerical errors of the first kind 
should have been discovered, unless they are counter- 
balanced by other errors. Clerical errors of the second 
kind, even if undetected, should not affect either the 
amount of profit or the general correctness of the 
Balance Sheet. 

The following are common instances of Clerical 
Errors which the Auditor should be on his guard 
against when engaged on books prior to the Trial 
Balance being agreed : — 

t (a) An item may be posted to the debit instead of 
to the credit of an account, or vice versa.- This will 
throw out the Trial Balance to the extent of double 
the amount in question ; e.g. an item of £3 posted to 
the debit instead of to the credit will have thp effect 
of making*a difference of £6 on the* Trial Balance. 

f ( b ) An item of £26. 9s. may be posted as £20. 6s. 9d. 
This will make a difference of £6.- 2s. 3d. in the Trial 
Balance. This is a very common class of error, apd 
if the difference on the Trial Balance is susceptible of 
being interpreted in this or a similar manner, all items 
in respect of which such an error might arise should be 
rochecked. 

(c) Although the casts and postings in a Ledger 
Account may be correct, the total of each side of the 
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account may not agree, and consequently the balance 
of the account will be incorrect. In casting Ledger 
Accounts and checking down balances a junior Audit 
Clerk is frequently apt to omit to see that the totals 
on each side of the Ledger Accounts agree. 

I (d) Errors often arise in .parrying forward totals 
from one page to another ; e.g. £300. 10s. being carried 
forward as £310, or £189 as £198. 

»«■ 

^(4) Errors of Principle. 

1 

An Error . of Principle arises by reason of. a trans- 
action being recorded in a fundamentally incorrect 
manner. This is the most important class of error, 
and one which the Auditor should exercise the utmost 
care to detect. 

Minor errors of principle may not affect the ultimate 
profit, but arise from revenue items being posted to 
the wrong class of revenue account ; e.g. an item of 
Manufacturing Wages being posted to Trade Expenses 
Account ; or ir^ay consist of Balance Sheet items being 
posted to* the wrong class of asset or liability accounts 
respectively. 

Major errors of principle directly affect the profit,! 
and are occasioned by treating a revenue item as an* 
asset or a liability, or vies versa ; e.g. treatihg rent paid 1 
as a debtor instead of an expense. 

<«) Compensating Errors. 

A Compensating Error is one which is counter- 
balanced by another error or errors, so that it is not 
disclosed by the Trial Balance. This is a dangerous 
type of error, which is sometimes difficult to detects 
It may or may not affect the prpfit. If * the original 
error and the compensating error both arise in revenue 
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accounts, the profit will not be affected, but if one 
arises' in a revenue account and the other in an asset 
or liability account, although the Trial Balance will 
agree, the profit will be incorrectly stated. Such 
errors arise in various ways,- but most frequently in 
casting 1 ; e.g. the cast of an expenditure account is £100 
too small, and the cast of an a^set account is £100 
too much, the profit and the assets being thereby 
increased improperly. . 


§4. — Various Classes of Audits, and their 
Advantages. 

It may be convenient here to indicate the principal 
classes of Audits which are undertaken in* practice, 
and the advantages to be derived therefrom. 

(a/ Audits under Statute. 

Audits are compulsory under Statute in the case 
of a large number of undertakings, chief amongst which 
must be placed Limited Companies. The regulations 
as to the appointment of Auditors and their duties in 
each of these eases will be dealt with in due eo.urse : 
but the advantages to be derived by* the’ Shareholders 
and Proprietors of these concerns, from a Professional 
Audit, are similar in their nature, and may bo dealt 
with fropi the general point of view of Limited^ 
Companies. 

It has already been noted that Trading Partner- 
ships arose by reason of the development of trade 
requiring the utilisation of more capital than was at 
the command of the individual trader; and, in the same 
way. Joint Stock Companies supplied the machinery 
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for utilising, under one management, larger amounts of 
capital than could be provided by either individuals 
or partnerships. Such Companies operated originally 
under Partnership Law, and the liability of each of 
the members was unlimited. Tt was impossible, 
however, to obtain efficient management, and at the 
same time to permit each individual Shareholder or 
Partner to exercise the rights of an ordinary Partner, 
and, as a result , Committees of Management were 
formed, in who^e hands the ’whole of the operations of 
the undertaking were placed, finch persons became 
known as the Directors. 

As a result of their position, Directors found them- 
-.elves in a fiduciary relation to the body of Shareholders, 
and liable to account to them for all their dealings on 
behalf of the Company. 

The number of Companies of this nature having 
increased very largely, special legislation on the subject 
was found to be necessary, and in 184 4 the Joint Stock 
Companies 1 .Registration Act was passed. At this 
period the liability of each Shareholder was unlimited, 
and it Avas not until 1855 that the first Act was passed . 
making ’’it possible for Shareholders to limit their 
liability. SeA^eral other Acts were passed amending 
the law on tlib subject, and in 1862 the la,w was con- 
solidated in an Act, as a result of Avhich Joint Stock 
enterprise increased very rapidly. 

The fact that the whole control of the Company 
was vested in the Directors, rendered it necessary that 
some means should be utilised of enabling the Share- 
holders to be assured that the accounts presented to 
them by the Board correctly represented the state of 
affairs of the Company, and that the Directors had 
not utilised their position for the purpose of mis- 
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appropriating the 'funds of the Company or using them 
for their private gain. It was impracticable, however, 
for every individual Shareholder to satisfy himself on 
these points, for as a rule he was not possessed of the 
requisite technical knowledge, and the right of inspec- 
tion and enquiry could not be given to one Shareholder 
without it being granted'to all. Consequently it became 
usual for Shareholders to appoint one or more of their 
number to act as Auditor or Auditors of the Company, 
and to report to the Shareholders on their examination 
of the Balance Sheet and Accounts. Subsequently it 
was found inadvisable + o confine this function to indi- 
vidual Shareholders, who might not be possessed of the 
requisite qualifications, and it became usual to appoint 
Professional Auditors to act on behalf of the Share- 
holders general]}'. Although for sonic considerable 
time the Lay Auditor continued to exist, he is now 
rapidly disappearing, and the accounts of practically 
every Company of importance arc now; audited by 
Professional Accountants. , 

Notwithstanding this tendency, which* had mani- 

« * 

# fested itself early in the history of Joint Stock 
enterprise, it is curious to note that the Act of t 1862 
did not make any provision foi the appointment of 
an Auditor { or for the presentation .of accounts to the 
Shareholders, except in so ’far as this was done in 
the Schedule to the Act, known as Table “ A,” which 
contained a model set of Articles to be, utilised by all 
Companies not possessing Articles of .their own. These 
regulations contained provisions for the appointment 
of Auditors and the .presentation of accounts, and 
although the Table did not apply to Companies whose 
Articles expressly excluded its operation, ‘it became 
customary for all Companies to make provision ]jy 
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their Articles for the appointment of an Auditor. It 
was not, however, until the Companies Act, 1879, was 
passed that any further statutory reference was made 
to the, appointment of Auditors, and this Act only 
referred to Banks registered after the passing of the 
‘ Act, an Audit in these cases being made compulsory. 
This provision was not ' extended to all Limited 
Companies until the Companies Act, 1900, when for 
the first time it became legally necessary for every 
Limited Company to appoint* an* Auditor or Auditors. 

' The Companies Act, 1907, amended the duties of 
Auditors as defined in the Companies Act, 1900, and 
the Companies (Consolidation) Act, 1908, repealed and 
re-enactfed the whole of the Statutes relating to Limited 
Companies, and finally consolidated the regulations 
relating to *the Audit. 1 

The advantages of a Professional Audit of a 
Company’s Accounts from the point of view of the 
Shareholders are manifold. It has already been pointed 
out that it is impossible for individual Shareholders 

to be familiar ^vith the details of all the various 

• • „ 

businesses in which they may be interested as Share- 
holders ; .moreover, the Articles of Companies do' not 
as a rule permit individual Shareholders to have access 
to the ’;books «and • accounts ; and consequently, the 
Shareholders as a- body are entirely dependent on the 
Auditor .appointed by them, whose duties are to 
examine the books and accounts of the Company, and . 
report to . them on every Balance Sheet laid before the 
Coitipahy in .CeneraJ Meeting. In addition,* the Audit 
acta as .a ehe0k tipon the directors, and as a pre-: 
oautioh against fraud on the^part of employes ( "whilst; 
the ! Afwhitor is often able to render valuable assistance. 

. knowledge in matte r^of acbduht 
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and finance generally, though it is not his province 
to offer advice unless he is asked for it. 

In this connection, the functions of the Auditor as 
apart from the Accountant should be distinguished. 
It is commonly the custonu particularly with the smaller 
classes of Companies, to" arrange for the Auditor to pre- 
pare the final accounts. If he does this, it should be 
remembered that he acts in his capacity as Accountant, 
under the instructions of the Directors, and not in 
his capacity of Auditor appointed bv the Shareholders. 
He may perform other duties than that ’mentioned 
in his capacity of Accountant, but in all instances of 
importance it woidd seem advisable that he should 
acquaint the Shareholders that he is acting in this 
manner as veil as in the capacity of Auditor. It 
uould then be for the Shareholders to decide whether 
he shall continue so to act or not. This particularly 
applies to eases ■where the Auditor also writes up the 
books of the Company. 


(b) The Audit of the Accounts of Private Firms. 

The Audit of Trading Paitnership Accounts has 
beoome increasingly frequent as the commercial com- 
munity have realised the, advantages* to be derived 
therefrom. It should be remembered that such duties 
are not performed under Statute, .but under the Deed 
of Partnership, or by mutual agreement between t£e 
partners, and it may be useful to note the essential 
distinctions between the Audit of a company and the 
Audit of a private firm. The former is obligatory 
under Statute, and the rights and duties of .the Auditor 
are defined by Statute ; he is appointed by the Share- 
holders, or by the Directors on their behalf in certain 
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instances, but they cannot limit his statutory duties, 
though they can, if they wish, extend them. In the 
case of a private firm the Auditor is not appointed 
under Statute, but by agreement between the partners, 
and his rights and duties are defined by them, and 
are subject to modification. 

In the case of private firms the Auditor frequently 
acts also in the capacity of Accountant, and although 
it may be possible for him *to ’distinguish accurately 
between the work he performs in each of these capacities, 
the distinction may not be regarded in the same light 
by his clients. Frequently, v here only accountancy 
work is performed, the client supposes that his books 
are actually audited, and the responsibility for errors 
and fraud may in this way recoil upon the Accountant. 
In order to avoid this, the precise duties of the 
Accountant should be carefully defined in writing at 
the outset, so that no dispute can subsequently arise 
as to the extent of his responsibility. This subject 
is further dealt with in Chap. X1T. § 4, where legal 
decisions are considered. 

In addition to the advantages common to all 
forms of Audit, viz., the detection of errors and fraud, 
the Audit of Bartnership Accounts is advantageous, 
inasmuch as it affords a convenient means for settling 
accounts between the partners themselves, and so of 
avoiding the possibility of future dispute. It is 
ctfstomary to find provisions in Partnership Deeds 
arranging for an Audit, and making the audited Balance 
Sheet, when accepted and signed by them, final as 
between the partners. 

The suggestions which the Auditor is sometimes 
able to make with regard to the improvement of the 
system of accounts in use, and the expert knowledge 
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of accounts at his command, should prove of advantage 
to the business. 

The settlement of accounts resulting on the death 
or retirement of a partner, or the adjustments arising 
on the occasion of an incoming partner, are much 
facilitated when audited accounts form the basis upon - 
which to work; and the same remarks apply to the 
assessment of the firm for Income Tax', the necessary 
adjustments relating tp the individual partners, and 
the preparation of their Returns for Super-tax (if any). 
The growing complexities of Income Tax law make 
the advantage of professional assistance in this matter 
particularly noticeable, since an indifferent knowledge 
of the procedure may result in considerable loss to 
the taxpayer. 

The sale of the business as a going concern, or the 
negotiation of loans with banks and others, are con- 
siderably facilitated where proper accounts have been 
prepared and audited. 

An Audit on behalf of a Sleeping Partner, or a Partner 
under the Limited Partnerships Act, 1907, is very ad- 
visable, since such a person as a rule has little means 
of checking the accounts of the business, or verifying 
the share of profits due to him. , 

In the* case of individual traders, the arguments in 
favour of an Audit are similar to those above set out, 
with the exception of the points applicable only to 
Partnerships, In a business of any size, the absence 
of partners and the impossibility of one man being 
assured of the correctness of the - whole of tjhe detail 
of his business, render it all the more essential that 
he should employ Professional Accountants for this 
pWjKjse., 
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(c) The Audit of the Accounts of Private Individuals. 

It is becoming customary for persons whose 
incomes are considerable, and whose expenditure is 
heavy, to have their private accounts audited. Fre- 
quently the Auditor in such cases also acts as Accoun- 
tant, and actually writes up file books. 

The advantages to be derived from an Audit ot 
this nature are, in the first place, that the individual 
is assured of having his accounts properly kept and 
liis expenditure vouched. These considerations par- 
ticularly apply where the expenditure is incurred 
in respect of landed property, or the upkeep of large 
establishments, when it is practically impossible for 
the proprietor to control personally the payments 
made. He is obliged to place his trust in individual 
agents or servants, and to give them the control of 
moneys, and unless an efficient check is exercised 
upon their actions, the temptation to defraud is 
considerable. Secondly, the presentation of accounts 
prepared on a uniform basis, affords a valuable means 
of comparison # of the various classes of expenditure 
between one year and another, and where such expen- 
diture exceeds the limits of prudence, it is possible to 
immediately ascertain the origin of the increase, with 
the result that steps may be taken to rectify the 
position. THe preparation ol' Income Tax, and Super- 
tax Returns is also greatly facilitated. 

In addition to the cases above-mentioned, there 
are many other instances where agents are appointed 
*for the purpose of controlling business operations, 
and the value of an Audit to the principal concerned 
is particularly apparent when he has no effective check 
on the accounts of liis agent. Instances of this class 
T Audit are : the Audit of the accounts of an TJnder- 
'%ig Agent at Lloyd’s, and the acoounts of Rent 
X '’'9rs, Estate Agents, &c. 
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Private books of account are very useful to 
Executors and Administrators of a deceased person, 
and when these books are properly audited they are 
doubly valuable, inasmuch as the Executor knows 
that they can be relied upon. They will form the 
basis for the preparatiog of the. Estate Duty Account, 
and will save very considerable trouble and expense 
which would -otherwise be incurred if no proper 
record had been kept ©f the assets and liabilities of 
the deceased. 

In tills connection it may be mentioned that 
instances have arisen where, through the failure of a 
person to keep proper books of account during lifetime, 
great difficulty has been found in ascertaining what 
assets the testator actually died possessed of, or the 
extent of his liabilities. 

(dj The Audit of Trust Accounts. 

The Accounts of Executors and Trustees furnish 
the occasion for another class of Audits the advantages 
of which have been mo're appreciated in rebent years 
by the general public. 

In the majority of cases Executors and Trustees 
are private persons, sometimes possessing considerable 
business capacity themselves, and sometimes possessing 
none at all. The law relating to the administration 
of Trusts is very complex, particularly in relation to 
matters of account. The two classes of beneficiaries — • 
Tenants for Life and Remaindermen, to whom the 
accuracy of Trust Accounts is of supreme importance — 
are often widows and minors, who cannot criticise the „ 
accounts in any effective manner. In a great maifchis 
cases also the Trustees themselves present no accr 
at all until forced to do so, and even then such s 
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are, as often as not, incorrect. In other cases the 
Trustees keep no proper accounts, and this omission 
often serves to conceal misappropriations of Trust 
moneys. 

For these reasons the advantages of a professional 
Audit of Trust Accounts, and of a strict verification 
of the securities composing the Trust are apparent, 
but until the Public Trustee Act, 1906, came into 
force, it was very difficult to. obtain such an Audit, 
unless with the consent of the Trustees themselves. 
The increasing number of scandals, some of great 
magnitude, arising from the defalcation of Trust 
moneys, led to the passing of this Act, and the c6n- 
stitution of a Public Trustee. The only point of the 
Act, however, which need he emphasised here is that 
which provides machinery for the Audit of the accounts 
of any Trust, whether commenced before or after the 
passing of the Act, and whether the Public Trustee is or 
is not connected with it. An Auditor appointed in such 
a case must either be a Solicitor or a Public Accountant.' 

It may.fie no£ed that Banking Companies, Insurance 
Companies, and other corporate bodies have within 
recent years taken power to act as Executors and 
Trustees, and recognising the advantages of a pro- 
fessional Audit to the beneficiaries, usually arrange 
that this shall be performed as one of the conditions 
on which they are. prepared to undertake the Trust. 

Private Trustees also recognise the advantages of 
an Audit in their own interest, since any erroneous 
treatment in the accounts for which they might be 
personally liable will be pointed out by the Auditor, 
and can then be rectified. Further, they are able to 
consult the Auditor on points of difficulty before 
action is taken. 
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§5. — The Conduct of an Audit. 

(a) Continuous and Final or Completed Audits. 

An Audit may involve the whole of the transactions 
in the boohs being checked, when it is known as a 
“Complete” Audit; or it may involve checking only 
some of the transactions, when it is known as a 
“ Partial ” Audit. This latter term is incorrect, since 
any Audit worthy of the name, must be complete in 
the sense that the Auditor must satisfy himself as 
to the correctness of the accounts he is asked to verify. 
In most businesses of any size, however, the amount 
of detail is so voluminous, and the time involved in 
checking the whole of it w T ould be so excessive, that 
reliance for the accuracy of the detail is, to a largo 
extent, placed upon the system of Internal Check in 
operation in the office itself, and the Auditor, after 
making such tests of the detail work as commend 
themselves to his judgment, is then able to devote 
his attention to questions of principle. 

In any case the Audit may be carried out either 
continuously, at fixed • or unfixed interim • dates, or 
wholly after the completion of the period under 
review. 

*•' (1) Continuous Audit. 

A Continuous Audit is one where the Auditor’s 

t 

staff is occupied continuously on. the accounts the 
whole year round, or where the Auditor attends at 
intervals, fixed or otherwise, during the currency of 
the financial year, and performs an Interim Audit ; 
such Audits are adopted where .the w ork involved is 
considerable, and have many advantages in their 
favour, although they are subject to certain dis- 
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The following are the advantages of a Continuous 

Audit : — 

^(l) More detail checking can be performed. 

*-''(2) The work is checked sooner than would be the 
case otherwise ; errors can be rectified more 
quickly ; and if any fraud has taken place it is 
discovered sooner. In the latter event there is 
less time for the defrauding party to operate, 
with the result that the amount involved may 
be considerably less than* would have been the 
case if the Audit had not taken place until after 
the end of the financial period. 

^ (3) The Audit can be completed more quickly, and 
the accounts presented at the end of the financial 
year sooner than would otherwise have been 
I possible. 

v (4) The frequent attendance of the Auditor has the 
effect of causing the staff to kdep the work well 
up to date. 

(5) Where the attendance is at uncertain inter- 
vals, the moral check involved is considerably 
strengthened, as the members of the staff are not 
awjjre, from day to day, when the Auditor will * 
attend. 

The following are the disadvantages of a Continuous 


J 


Audit 

(1) It is possible for figures to be altered after the 
Auditor has checked them, either innocently or 
fraudulently. 

(2) The Audit not being carried on consecutively to 
a finish, it may be possible for the clerk in charge 
to lose the thread of the work, and omit to follow 
up cftmpletely transactions which may be left 
open at the date of his last visit. 
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These disadvantages, however, can be guarded 
against in such a way as will minimise the risk involved. 
A strict rule should be instituted, that no alteration 
should be made in any figures after the Auditor has 
once passed them, but that, if necessary, adjusting 
entries should be made to rectify any error discovered. 
The fraudulent alteration of figures is somewhat 
difficult to provide against, and it is advisable for the 
Auditor to adopt a special “ tick ” in cases where he 
checks figures that hfcvo been erased or otherwise* 
altered, so that. on a subsequent occasion, he can see 
that the new figures are the ones actually seen by 
him. Such alteration in the “tick” should be extremely 
slight, and be carefully kept secret, though it is to be 
feared that a clever manipulator would be sufficiently 
ingenious to discover this arrangement and- imitate it. 

Fraudulent manipulations in Personal Accounts 
can most easily be concealed by making compensating 
false entries in Impersonal Accounts. It is of the 
utmost importance, therefore, in the case ot a Con- 
tinuous Audit, for the Auditor to make certain that 
no “ juggling ” can take place with the Impersonal 
Accounts which he has already checked ; and for 
this reason, where, as in most cases, the Impersonal 
Accounts are not excessively voluminous, it may be 
wise to leaVe the checking of these accounts until the 
final Trial Balance is arrived at and the books closed. 
The work done during the interim period is usually 
connected with the vouching of the Cash, casting of 
subsidiary books, and work on the Bought and Sold 
Ledgers, &c, ’ 

In some cases, it may be inconvenient to leave the 
impersonal work in this way until the 4nd of the 
period, and, in that event, unless the Impersonal 



§5.] 

THE PRINCIPLES OP AUDITING. 25 

Ledger is balanced off at the interim periods (which 
is unusual), the Auditor should take a note of all the 
totals in the Impersonal Ledger up to the date to which 
he has chocked it, and verify these totals on the occasion 
of his next visit, in order to see that no manipulation 
has taken place. 

The disadvantage arising from the lack of con- 
tinuity in the work, and the possibility of points being 
overlooked in consequence, can be remedied by the 
exercise of proper care and supervision in the conduct 
of the work, aided by a judicious use of notes where 
necessary. 


(2) Final or Completed A udit. 

A Final or Completed Audit is commonly under- 
stood to be an Audit which is not commenced until 
after the books are closed at the end of the. financial 
period, and is then carried forward continuously 
until completed. This is the most satisfactory form 
of Audit, and is -usually adopted wherever practicable, 
particularly in the case of small conccriis. In large 
businesses, however, the amount of time occupied by 
the Audit after the completion of the accounts, is sd 
considerable as to delay the presentation of the final 
Audited Accounts beyond a reasonable period, and thus 
defeat one of the advantages of the Audit, viz., that the 
accounts are audited and reported on as soon as possible 
after the financial year, in order that the information 
derived in |his way can be utilised for the advantage 
of the business. 

The proprietors are usually anxious for the Audit 
to be completed as soon as possible after the financial 
year, and this is rendered essential ip the case of 
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Limited Companies, in order that the Shareholders’ 
Meeting may be held and final dividends declared. 

It has been suggested that the most advantageous 
form of Audit, is to have an Interim or Continuous 
Audit performed by one Auditor, supplemented by a 
Final Audit performed by another, though this is pro- 
hibitive in most oases, owing to the expense involved. 
The principle, however, is carried out in theory to a 
large extent in businesses of any magnitude, where 
an Audit staff is employed by the proprietors, whose 
duties are distinct from those of the Book-keepers, and 
A\ho spend the whole of their time in checking the 
detail work. This represents the highest development of 
the principle of Internal Check, and although it has 
not the same relative value as a detailed Audit by 
outside Auditors, its efficiency is undoubted if it is 
properly organised. 

• * 

(b) Considerations on the Commencement of a New Audit. 

• 

On undertaking a new Audit, the first care of the 
Auditor should be to ascertain the precise* nature and 
scope of his* duties. In the case of Audits under 
Statute, the question of the precise nature of the 
Audit required by the client does not arise, but in other 
cases the line between Accountancj" w r ®rk and* Audit 
work proper is sometimes so uncertain, at any rate 
in the minds of clients, that it is advisable for the 
Auditor to ascertain in the first instance exactly 
what his client requires, and take care that this i§ 
formulated in wTiting, especially where the Audit is 
not a complete one. 

This information having been obtained, the next 
step should be to make a careful examination of 
the system of accounts employed in the office. A 
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complete list of all books in use should be handed to 
the Auditor, and where there is a definite system of 
Internal Check in operation, he should obtain a written 
statement regarding it. 

The names of the principal Officials should also be 
obtained; together with particulars of the work 
controlled by each, and the scope of the authority 
conferred upon him. 

From a first general examination of the books in 
conjunction uith the above" information, he will be 
in a position to formulate the principal lines on which 
the Audit must be conducted, and the direction these 
will take will directly bear on the efficacy or otherwise 
of the system of Internal Check. 

Taking as an instance the case of a manufacturing 
business, the special points to which the Auditor 
should direct his attention in this connection are as 
follows : — 

(1) The regulations m force relative to the receipt 
and payment of Cash, and the Cashier’s duties ; 
and particularly whether he is concerned with the 
writing up of other books of prime entry. 

(2) The.methods employed in the preparation of the 
Wages Sheets, and the manner of payment. 

(3) The regulations in force with regard to the 
passing and checking of Invoices and State- 
ments. 

(4) The method of keeping and controlling the 
• Petty Cash. 

(5) The manner in which the entries in the Personal 
Ledgers are checked, and the Balances agreed ; 
the intervals at which the balancing is effected ; 
and, ip the event of each Ledger being balanced 
separately, whether the Total Accounts are kept 
beyond the control of the Ledger 'Clerk concerned. 
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The opening Balance Sheet will be examined by 

the Auditor, and the whole of the balances comprised 

in it should be checked in order to make certain that 

the period commenced with the balances as shown in 

such Balance Sheet. If the accounts have been 

< 

subject to prior Audit, the late Auditor’s Report should 
be seen, as it may contain material information. 

In the evont of the business concerned being of a 
technical nature with which the Auditor is unfamiliar, 
he will be wise to acquaint himself as much as possible 
beforehand with the technical details, so that he may 
be in a position to ask intelligent questions. It is 
clear that no Audit can be effective unless the Auditor 
himself grasps the nature of the transactions recorded, 
and it is essential, therefore, for him to make himself 
intimately acquainted with the procedure, by following 
through representative transactions of each class, until 
he has succeeded in acquiring the necessary knowledge. 

. Special considerations arising on the occasion of 
the first Audit of a Limited Company will be dealt 
with in Chapter IX. 

✓ 

(C) Audit Note Books. 

There is a certain amount of difference of opinion 
among practising Accountants as to the advantages 
to be derived from the use of Audit Note Books. In 
a properly organised office, it is. essential that the 
principals should be perfectly familiar with the worjc 
performed on each Audit, so that in the event of the 
clerk in charge being away or leaving the firm, no 
difficulty need be experienced in carrying on that 
particular matter. 

It is therefore desirable that some definite record 
should be kept of the work performed at each Audit, 
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and in order to ensure uniformity, and to make certain 
that all the work is done which should be done, it is 
advisable to make out a programme of work, the 
clerk responsible for each portion of the work done 
initialling as it is performed. In this way the progress 
of the work in the course of the Audit can be ascer- 
tained immediately by the principal, and in the event 
of work being left undone, or errors being passed or 
made, the responsibility can be allocated to the 
particular clerk concerned. 

On the occasion of the first Audit it is not advisable 
to draw up a hard-and-fasl programme, as the work 
to be done can really only be decided on as the Audit 
proceeds. Careful note, however, should be taken of 
the work performed, and this will afford material for 
the preparation of an Audit Programme to be followed 
in the future. 

The principal argument advanced against this 
procedure is, that by laying down a definite plan of 
work, the initiative of the clerk in charge is to a large 
extent nullified, and the Audit ‘is apt to become too 
automatic jn its nature. There is no reason, however, 
that tliis should be so, and there is nothing to prevent 
the clerk in charge from making suggestions as to 
amending the programme, if his experience shows 
this to be desirable. 

As long as the Audit is not allowed to become too 
automatic, and the programme is changed or revised 
from t ime to time according to circumstances, the 
system suggested has so many advantages that in a 
business of any size it can hardly be dispensed with in 
one form or another. 

'The practice of making notes during the progress 
of the Audit, apart from a record of the work done, 
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should not be extended further than is absolutely 
necessary. It is infinitely preferable to clear up a 
query and to get rid of it than to make a note of it. 
Those points, however, which cannot immediately be 
cleared up should be noted, and an instance of this 
may be found in the case of missing vouchers, duplicates 
of which may have to be obtained. 

Points of importance also which require to be 
remembered from one Audit to another, but which 
are not apparent on the face of the accounts, should 
be recorded. 

On the occasion of the first Audit of a business 
which is of a technical nature, and where special 
considerations apply, it is very convenient to make 
explanatory notes of all transactions of technical 
difficulty, so that these can be referred to by others 
who may have to take up the work subsequently. 

\d) Method of Work. 

The method of work to be adopted pn any Audit 
will naturally vary with the individual training and 
experience of the Auditor, and with the circumstances 
of each case. There are, however, one or tvro* points 
Which may be conveniently noted here. 

Special “ ticks ” should be adopted for each class of 
transaction checked, and the following are the usual 
classes of “ticks *’ :--(l) Posting, *(2) Casting, (3) Carry 
Forward, (4) Vouching, (3) Pass Book, and (6) Contras. 
The same kind of “ tick ” is not used by every firm for 
the same transaction, nor is this perhaps desirable, 
but a rule should be made in every office that the 
system of “ ticks ” adopted must be closely adhered to. 
It is usual for the Auditor to use some coloured ink, 
such as red or green, in order to distinguish his “ tioks ” 
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from those utilised by the office, and sometimes 
alternate colours are us^d for alternate periods. 

Each' section of the work should be completed, as 
far as practicable, and cleared definitely to a certain 
point. The habit of leaving “loose ends,” which is 
a common failing with some *Audit clerks, is a very 
dangerous practice, as it may lead to points being 
ultimately forgotten or overlooked, or even possibly 
to fraudulent alterations being *made. Fraud has been 
known -to occur where the Ledger Balances had been 
checked one day and not cast till the next, the Schedules 
having been in the meantime handed back to the 
Ledger clerk, who had taken the opportunity of 
altering the figures already checked by the Auditor. 
If the .casts had been checked in the first instance this 
could not have occurred. 

In the case of Continuous Audits, the work should 
only be performed up to a fixed date to which the 
books have been completed. In no case should pencil 
figures be taken* unless the Auditor chooses to ink in 
the items* himself. The practice of making pencil 
entries or casts is extremely undesirable, and the 
Auditor should insist that all such entries are inked 
in before he commences to work on the books concerned. 
In checking balances, unless the same are brought 
down in ink, the Auditor should require the amount 
of each -balance to" be noted .at the side of the Ledger 
•Account in ink, which preferably should be of some 
other colour to that used in the body of the Ledger. 
If this is not done, the Auditor must himself note such 
balances in ink, in order to avoid the risk of" items being 
^Inserted afterwards, which would Effect the balance. 

not the business of an Auditor to balance the 
bdelts^ and he must take care to relieve himself of any 
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responsibility for errors in balancing. Frequently the 
Auditor is requested to balance the accounts, but, if 
he does this work, it is in his capacity as Accountant, 
and not as Auditor, and should be subject to a separate 
arrangement. The question often arises whether it is 
advisable for the Auditor to commence the Audit 
before the books are balanced. Sometimes it is found 
necessary to do so in order that the Audit may be 
completed within the required period ; but it is not 
desirable, since it increases very materially the risk 
of passing errors, as th rt books have not, in the first 
instance, been subjected to the clerical test obtainable 
by the Trial Balance. 


§6. — The Qualities required of an Auditor. 

The general principles of Auditing having been 
indicated, it may be profitable to point out the essential 
characteristics which an Auditor must possess if he 
is to perform his duties efficiently. 

In the first instance it is imperative that the 
Auditor should have a vide knowledge of the theory 
and practice of Book-keeping and Accounts, and 
should be so familiar with the underlying principles 
thereof, that he ean apply them without difficulty to 
transactions of which he has had no previous experience. 
It is impossible for a man to Audit an account properly 
unless he is capable of preparing that account himself! 
The lack of this fundamental requirement, is the 
principal cause of inefficient auditing, and it cannot 
be too strongly insisted on, that the only safe rule to 
adopt is never to pass a transaction if ‘its precise 
meaning is not understood. Unfortunately this prin- 
ciple is often transgressed by those who, not having 
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the requisite experience or knowledge, are afraid to 
ask the necessary questions, and consequently pass 
the item blindly, trusting to luck that it is in order. 
Such a habit — for it is apt to become a habit — involves 
very heavy risks, and is certain to end sooner or later 
in disaster. It is impossible for everyone to have 
experience in every class of business, and occasions 
must from time to time arise, when the Auditor is 
presented with transactions of. a technical nature, of 
which he has no knowledge. 

The proper course for the Auditor to pursue in 
such circumstances is to ask intelligent questions of 
his clients or their staff, and thus place himself in 
possession of the requisite information to enable him 
to oriticise the transaction. The exercise of a certain 
ainount of tact is required, and considerable caution 
is needed to avoid putting questions which, owing to 
ignorance of technicalities, would appear ridiculous ; 
but, assuming this to be done, greater respect will be 
gained by an honest admission of unfamiliarity with 
the transaction, than by the assumption of knowledge 
which is not possessed, and the lack of which will be 
alrqost certainly discovered. 

Lord Justice Lindley said: “ An Auditor must be 
honest — that is, he must not certify what he does not 
befieve to be true, and he must take reasonable hare 
and skill before he. believes that what he certifies is 
tjue.” (In re London and General Bank (No. 2), 189,5, 
2 Ch. 683.)' 

If there is a difference of opinion between the 
Auditor and his clients on a matter of importance, he 
must have, the courage of his convictions. He must 
possess, in some considerable degree, that characteristic, 
of genius— an infinite capacity for taking pains ; he 
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should possess tact and patience ; he must be con- 
scientious, and must not be hurried into signing a 
certificate or report until he |$6s received jthe whole 
of the evidence which he requires, or sign under a 
promise that evidence required will b§ forthcoming 
the next day. 

An Auditor must exercise constant vigilance ; he 
must not allow his work to become automatic, or 
to lapse into a mechanical routine. He must be 
accurate, since his function is to detect the mistakes 
of others ; he must be methodical, in order that no 
detail ofrhis work may be omitted ; he must be cautious, 
but he need not be suspicious. As Lord Justice Lopes 
said : “ An Auditor is not bound to be a detective, 
or, as was said, to approach his work with suspicion, 
or with the foregone conclusion that, there is something 
wrong.” (In re Kingston Cotton Mill Co. (No. 2), 
.1896, 1 Ch. 331.) 

If asked to give his advice in matters of financial 
policy, or to suggest improvements, in the accounts, 
an Auditor must be prudent, and above* all things 
practical. Theoretical knowledge can often be pushed 
to 'excessive extremes, and it must be tempered with 
a nice appreciation of practical possibilities. 

Last, but not least, the Auditor should have a full 
share of that most valuable commodity — Common 
Sense. 
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SYNOPSIS OF CHAPTER II. 


The Audit of Cash Transactions. 

§ 1 — Internal Check as regards Cash. 

(a) Receipts. 

(b) Payment*. 

2 —Vouching P^Vmenis. 

(a) Genera) Considerations 

(b) Missing Vouchers. 

(c) Capital Expenditme. 

(1) Freehold and Leasehold Property. 

(2) Buildings. 

(3) Plant and Machinery. 

(4) Patents. 

(5) Payments under Hire-Purchase and Instalment Agreements. 
(«) Investments. 

(7) Loans 

(8) Office Furniture, Fixtures and Fittings. 

( d ) Special Payments. 

S Agents' and Travelleis' Commission. 

Travelling Expenses. 

{3) Insurance Premiums. 

* (4) Bank Charges. 

(5) Salanes. 

(6) Petty Casli. 

(7) Bills Payable. 

(8) Bills Receivable Dishonoured 

(9) Freight aud Carriage. 

(10) Custom Duties. 

(1 1) Partners' Drawings. 

3,--W*ges. 

(«) Internal Check as regards Wages. 

(I) Time Records 

(2) Piece- Weak Records. 

(3) *Thc Preparation of Wages Sheets. 

(4) Payment of Wages. 

(6) The Auditor's Duty as regards Wages. 

4 — Vouching Receipts. 

(a) Geneial Considerations. 

(b) Credit Sales. 

((f) Cash Sales. 

(d) Special Receipts. 

(1) Income from Investments. 

(2) Rents Receivable. 

(3) Interest on Loans and Bank Deposit. 

(4) Bad Debt Dividends. 

(5) Sale of Investments. 

(0) Bills Receivable. 

(7) Miscellaneous Receipts, 

5.— The Pass Book. 

(a) Payments into Bank. 

(b) Payments out of Bank. 

(c) Reconciliation with Cash Book. 

6.— Verification of Cash in Hand and at Bank. 

7. ‘—Petty Cash. 

(a) General Considerations. 

4 b) Internal Check as regards Petty Cash. 

(c) The Auditor's duty in relation to Petty Cash. 

0 2 
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CHAPTER II. 

THE AUDIT OF CASH TRANSACTIONS. 

^§1.— Internal Check as regards Cash. 

Before commencing, the Audit of the Cash trans- 
actions of a business, it is most important that the 
Auditor should make himself familiar with the system 
of Internal Check in operation under this heading, 
since the majority of frauds arise directly in connection 
with cash. « It is not intended to set out here any com- 
plete system of Internal Check as regards Cash, but 
merely to indicate the main points to which an Auditor 
should direct his attention. #• 

The duties of the Cashier must be ascertained, 
particularly as to whether he has charge of any ledgers 
or books of prime entry other than the Cash Book. 
In large businesses, the Cashier will Ibe fully employed 
with his proper duties, but in smaller concerns it is 
not usually found possible to occupy the 'whole of 
one man’s time in the performance of the duties of 
a Cashier. In such cases the opportunities for the 
concealment of fraud by the Cashier are considerably 
enlarged. 

/ * 

' (a) Receipts. 

The method of dealing with moneys received 
should be ascertained, and particular reference made 
tp the following points : — , 

/ (1) Whose duty it is to open letters containing 
remittances. ’ > 
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/ (2) Whether all remittances are immediately crossed, 
by means of an indiarubber stamp, to the firm’s 
Bankers, and marked “Not Negotiable.” 

/ (3) Whether the remittances are entered in a rough 
Cash Book or Diary, and checked and initialled 
by at least two persons, neither of whom is the 
Cashier ; and whether the daily totals of such 
Diary are subsequently compared with the 
entries in the Cash Book, and if so, by whom. 

/ (4) Whether printed counterfoil receipts are utilised, 
and if so, whose duty it is to make them out. 
This work should not be done by the Cashier, 
or by anyone connected with entering the 
remittances into the Diary. Unused counterfoil 
receipt books should be kept in safe custody. 
i (5) Whose duty it is to enter up the counterfoil of the 
paying-in book. The Cashier should enter up the 
slip to be retained by the Bank, while the clerk 
• who makes out the counterfoil receipts should enter 
up the counterfoil portion of the paying-in book. 
i (6) Whether all receipts are banked daily, and 
whether or not the clerk, whose duty it is to take 
• moneys to the Bank, is otherwise engaged in 
connection with the cash transactions. 

( (7) As to the method of recording and checking 
Cash Sales (if any). 

/ (8) Whether thqre is any authority for Travellers to 
collect debts, and under what conditions. , 

/ (9) As to the frequency with which the Pass Book 
is ohecked with the Cash Book, and Reconcilia- 
tion Statements prepared, and whether this is 
performed by anyone in addition to the Cashier. 
f (10) As to the custody and treatment of Bills 
Receivable. 
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(b) Payments. 

The Auditor’s attention should be directed to the 
following points : — 

/(l) Whether all payments are made by cheque, with 
the exception of those dealt with through Petty 
Gash ; who has authority to sign cheques, and 
whether any counter-signature is required. 

/ (2) Whether cheques are “ Bearer’’ or “Order,” 
and whether they are crossed “A/c Payee only — 
Not Negotiable ” before being sent out. 

^(3) Whether proper regulations are in force for the 
checking of statements with invoices before the 
cheque is drawn, and comparison of the same 
with the account in the Bought Ledger. 

J (4) Whether vouchers are properly numbered and 
filed in order. This work should not be per- 
formed by the Cashier. 

H (5) What regulations are in force to sanction pay- 
ments of a special nature. This authority should 
be exercised only by Principals qr Directors. 
i (6) What system is in operation as regards Petty 
Cash. 

/ (7) What system is in operation as regards’ the 
preparation 1 and payment of wages. 

§ 2 . 4 — Vouching Payments, 

(a) General Considerations. 

The Auditor on commencing to vouch the Payments 
side of the Cash Book should ask for the Cash Vouchers, 
|rhiah should be in ree#iess for him, numbered and 
filled cghsocptively in order pf entry in the Cash Book. 
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Where proper preparation ia not made for the 
Auditor, it is common to find the vouchers entirely 
out of order, and unnurhbered. This indicates a lack 
of organisation, and the Auditor is entitled to request 
that the vouchers be put in proper order before he 
commences to examine them, as otherwise lie will 
find, jf the payments are numerous, that a great deal 
of time will be required to find the voucher for each 
particular payment. 

. As soon as each voucher is passed, the Auditor 
.should cancel it, preferably by the use of a rubber 
audit stamp, in order to prevent the same voucher 
being produced on a subsequent occasion. All sub- 
sidiary documents, such as invoices, statements, &c., 
relating to the voucher, should also be cancelled. 

In examining the vouchers, the Auditor should 
•pay attention to the following points : — 

/(l) The name of the party to whom the voucher 
is addressed. 

/ (2) The date of Invoice or Statement and signature 
to thte receipt, and whether such receipt is on 
the authorized form of the payee, where such 
torm is utilised. 

/ (3) Whether properly stamped. 

/ (4) Nature of payment. 

/ (5) Whether the payment has been passed as in 
order. 

f (6) The account to which the item is posted. 

A It is” important for the Auditor to observe the 
name of the party to whom the voucher is addressed. 
The fact of its being addressed directly to the business 
, concerned "is primd facie evidence that the payment 
relates to the business, but in some eases it may be 
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found that vouchers are addressed to an individual, 
such as a partner, director, or manager. When* this 
is so, care must be taken to ascertain that the payment 
is a proper business one, and the Auditor should make 
certain of this by referring to the original invoice, to 
which the payment relates, and seeing that the goods 
are of such a kind as would be utilised by the business ; 
also it might be advisable to refer to the Goods Received 
book, to see that the goods have actually been received. 
If the item does not relate to goods, it is still more 
necessary for the Auditor to make sure that it is 
actually connected with the business, and he will do 
this by examining whatever evidence is available. 
The habit of addressing statements and vouchers to 
individuals instead of to the business is an unsatis- 
factory one, and requests should be made to the 
parties responsible for it, to avoid doing so in future. 
If, however, there are any items properly chargeable 
to individuals, the Auditor should ascertain that such 
payments are debited to the personal accounts con- 
cerned. 

The date of the receipt should be noted to see that 
it corresponds with the actual entry in the Cash Book, 
and particularly the date of the year, as instances 
have occurred where an old account, relating to a 
previous year, has been utilised as a fictitious voucher 
for a fraudulent payment in the current year. The 
signature should be examined, and where a notice is 
printed on the statement that only the firm’s printed 
receipts will be recognised, it should be seen that 
such printed form has been used. The use of printed 
forms, or of a rubber stamp containing~tlie^ 
the firm to . whom the payment has been made, if 
material collateral evidence of the genuineness qf the 
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voucher. Where printed or stamped forms of receipt 
are riot utilised, the signature should be examined, 
as such vouchers lend themselves more easily to 
manipulation. Where the amount of the sum received 
is not written, but entered in figures, such figures 
should be scrutinised, since the addition of a cipher 
might be very easily made. In all cases the figures 
of the receipt should be compared with the figures 
of the account. 

« 

2 > Vouchers for amounts of* £2 or over should bear a 
penny stamp, and the Auditor should see that the stamp 
is affixed where necessary. There are certain cases, 
however, where it is not usual to find stamps utilised, 
such as vouchers for Salaries, particularly where a 
Salary book is signed; and though this may not be 
strictly legal, it seems unnecessary for the Auditor to 
insist on stamps being utilised. Vouchers for payments 
made by one department to another, or for disburse- 
ments expended on behalf of the business, do not 
usually bear a stamp. Foreign vouchers will only 
bear the stfllnp of the country jn which the receipt is 
signed, if such is legally necessary. 

!/ One ol the principal objects of vouching, is to 
ascertain, not only that money has been actually 
paid away by the business, but that the payment 
has been made in respect of a transaction relative 
to the business, and that, as such, it is properly recorded. 
The nature of the payment, therefore, becomes a 
point of material importance. Tf the invoices relating 
to each statement are attached to the voucher, these 
should be cancelled by the Auditor, and checked on 
to the statement, and he will be able to ascertain the 
nature of the goods to which they relate. As far as 
the operation of vouching the cash is concerned, this 
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is the best method of filing invoices, but invoices are 
often filed separately, only the statements appearing 
on the file of vouchers. Tt is not then so easy to ascer- 
tain the nature of the payment, though the names 
of the parties, with whom the firm is accustomed to 
deal, will soon become familiar to the Auditor. In 
doubtful cases, the original invoices should be turned 
up, and examined, and, as previously mentioned, it 
may sometimes be advisable to proceed still further 
and check the actual receipt of the -goods by examining 
the Goods Received book. 

The Auditor will have ascertained whether there 
is an efficient system of Internal Check as regards the 
examination and checking of invoices and statements 
for payment, and he should also ascertain the names 
of the parties whose duty it is to perform this work, 
and to initial the documents as having been checked. 
In examining the vouchers, therefore, it should be 
seen that the items have been properly checked and 
initialled by the parties responsible, and particular 
care should be taken, where the 'payment is of a 
special nature, to see that it is duly authorized. 

As each item is vouched, the Auditor should. ascer- 
tain whether it is posted to a Personal or an Impersonal 
Account. If to a Personal Account, the transaction 
in respect of which the payment has been made, will 
have been originally recorded through some other 
book of prime entry, such as the Bought Journal, and 
will be subject to the Auditor’s examination in con- 
nection with that book. Where, therefore, the original 
invoices are not filed with the vouchers, it is unnecessary 
to refer to them in connection with an item that is 
posted to a Personal Account. If, however, the item 
is posted to an Impersonal Account, the entry in the 



43 


S 2.] 

THE AUDIT OF CASH TRANSACTIONS. 

-V 

Cash Book will, in all probability, bo the original entry 
relating to the matter, and the payment must be fully 
substantiated by all the 'documentary evidence avail- 
able, since the correct account in the Impersonal 
Ledger, to which the item should be posted, will be 
determined by the nature of such evidence. La order 
to avoid the possibility of an item being paid twice 
over, either in error or fraudulently, by means of 
being passed first through the Bought Journal (the 
cash payment in respect thereof being posted to the 
Creditor’s Account), and also paid on an invoice, and 
posted direct to an Impersonal Account, the Auditor 
should not accept any receipted invoice as a voucher 
without exercising due caution. 

The custom of certain business houses to issue their 
own forms of receipt when making payments, though 
it may have considerable advantages from the point 
of view of uniformity, is disadvantageous to the 
Auditor, inasmuch as it eliminates from the vouching 
the material evidence to be derived from a receipt on 
the printed amount or form of the payee, and in such 
cases the Auditor should require documentary evidence, 
in the - shape of statements or invoices, to be attached 
to the formal receipts. Similar remarks apply to the 
growing popularity of the system of utilising the 
endorsement on the back of a cheque as a form of 
receipt, accompanied, as a rule, by a notice that no 
other form of receipt is required. In such a case it 
will not be sufficient for the Auditor to examine the; 
returned cheques only, as no evidence of the nature 
of the payment will be afforded in most cases by the 
endorsement, but he should also require production 
of additional evidence as above-mentioned. 

Discount allowed by Trade Creditors is usually 
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entered in a special column on the credit side of the 
Cash Book reserved for Discount, the entry being 
made opposite the payment to which it relates. 

The Auditor should see that Discount is taken 
advantage of wherever possible. 

The Discount column should be cast, and the total 
checked to the credit of Discount Receivable Account 
in the Impersonal Ledger. 

(b) Missing Vouchers. . 

As soon as the Auditor has completed his examina- 
tion of the vouchers, he should extract a list of items 
which remain unvouched. 

Vouchers for certain items will not be found in 
the ordinary voucher file, but the payments can be 
verified on reference to other books and documents 
These will be dealt with subsequently, but there may 
remain a certain number of payments for which 
vouchers are altogether missing. It may be possible 
• to accept the endorsed cheque as sufficient evidence 
of payment. This course may be adopted where there 
is collateral evidence available tKat the payment is 
in order, or where the payment is of a regular and 
certain amount, such as Salaries, or Directors’ Fees, 
and where the signature of the payee is well known 
to the Auditor. It is not desirable, however, to rely 
upon endorsed cheques more than is absolutely 
necessary, and as a rule, where .vouchers are missing, 
duplicates should be obtained. The idea that endorsed 
cheques can be taken as effective vouchers in the 
absence of other evidence is unsound. 

/ Sometimes specific receipts are not available for 
payments on account, but these items can usually be 
; vbuehed by reference to the final statement where 
is gfyen > 
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■'(c) C apita l Expenditure. 

The vouching of payments made on account of 
capital, and posted direct from the Cash Book to the 
Asset Account, is of great importance, since any erro- 
neous treatment will directly affect the amount of 
profit or loss. 

The subject of the distinction between Capital hnd 
Revenue expenditure demands separate treatment, 
and it is only proposed here to dpal with the vouching 
of cash payments on capital account, and to indicate 
the procedure to be adopted in dealing with the usual 
classes of payments of this nature. 

»(1) Freehold and Leasehold Property. 

As a rule, there will be no actual receipt for the 
purchase price, though evidence may be available in 
the shape of letters from Solicitors, or others. The 
actual title deeds, and conveyance, or the lease, 
should be examined, and the purchase consideration* 
ascertained. The Law Costs in connection with the 
acquisition of capilal assets can be regarded as part 
of the cost thereof, and should be vouched by reference 
to the Solicitor’s account. 

(2) Buildings. 

Where the Building is being erected under contract, 
the actual contract should be examined and accounts 
for extras, if any. Payments under the contract will 
usually be made on an Architect’s certificate, and this 
should be seen by the Auditor, in addition to the actual 
receipt given by the Builder. The Architect’s fee s should 
be vouched by reference to his account ; such items 
form part ojE the cost of building and can be charged 
to' Capital. In certain cases the buildings may be 
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wholly or partially erected by the staff of the business, 
in which event allocation of materials and wages will 

• be necessary. Such division will not, however, usually 
be made through the Cash Book, but will be dealt 
with through the Bought Journal and Journal respec- 
tively ; and the vouching of such allocation will 
consequently arise in connection with those books. 
In some instances, however, cash purchases may be 
debited direct to the, asset account, and the Auditor 
will then examine the i'nvoioes, in order to ascertain 
that the items are of a capital nature, and to see that 
they have been properly examined and passed by an 
authorized person. 

/ (3) Plant and Machinery. 

Similar considerations apply here as in the case of 
Buildings, and all cash payments debited direct to 
the Plant Account will be examined in the same manner. 
Care must be taken to see that the expenditure is 
'properly chargeable to capital. 

(4) Patents. 

The actual patent should be examined. In the case 
of a purchase the patent should also be seen, together 
with the assignment and the receipt for the purchase 
consideration. Patent Agents’ fees in connection with 
the acquisition can be charged to capital, and will hq 

• vouched by production of the Agent’s account. Fees 
for renewal of patents are often charged to the Patent. 
Account, but this should not be done, as the item is of 

. a revenue nature. > 

I (5) Poywienfe under Hire-Purchase, and Instalrhent 
Agreements. ■ 

The actual Hire-Purchase agreement* 'pr;,$g$l ectafeht' 
J;3'to:pay by instalments,^ the 
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vouchers seen for the payment of the instalments. 
As each instalment will include the proportion of 
interest which should be charged to revenue, care 
must be taken to see that the interest is not debited 
to the Asset Account, or, if this is done in the first 
instance, that it is afterwards transferred. In the 
case of wagons bought on the Hire-Purchase system, 
the amount of the interest is sometimes shown on the 
statements rendered by Wagon Companies. In other 
cases the rate of interest should be ascertained and 
adjustment made accordingly. 

/(«) Investments. 

For the purchase of Investments the Brokers’ 
Bought Note and Receipt will be examined. The 
proper vouching, of the item will also include the 
inspection of the securities ; but this is not usually 
done in the course of vouching the Cash Book. It 
will be dealt with when the verification of assets is- 
considered. 

(7) Loans. 

The receipt from the borrower should be inspected 
if the Loan is without security. If on Mortgage, the 
Mortgage Deed will state the amount of the Loan, 
and should be examined, together with the Title Deeds. 
It should be seen that there is proper authority for the 
Loan. 

* 

(8) Office Furniture , Fixtures and Fittings. 

Similar considerations apply as m the case of Plant 
and Machinery, and all cash payments debited direct 
to the Furniture Account will be examined in the same 
manner. 
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Where the fixtures form Landlord’s Fixtures, this 
fact should be considered in providing the necessary 
amount of Depreciation. 

(d) Special Payments. 

Certain payments found in most classes of businesses 
are subject to special considerations in vouching, and 
the more important of thefce are here noted. Special 
payments particularly relating to Companies will be 
dealt with in Chapter IX. ’ 

r (1) Agents' and Travellers' Commission. 

The agreement should be examined to ascertain 
the terms of the Commission and arrangements as to 
expenses. The Travellers’ receipts for the commission 
paid should be seen, and the Commission Books 
examined and tested as to the manner in which the 
Commission is arrived at. 

i 

> (2) Travelling Expenses. 

Travellers’ Expenses, when payable by the business, 
are frequently arranged on some fixed basis, and when 
this is the case it should be seen that such* is not 
exceeded. In other cases the voucher for Travelling 
Expenses should specify the details of the expenditure, 
where the amount involved is of any consequence. 
Where no details are afforded,. the Auditor should 
ascertain that the amount has been passed as in order 
by a responsible official. 

(3) insurance Premiums. • , 

The Insurance Company’s receipts will be in 
evidence for such payments. In the case of first 
premiums* where interim receipts Have not been issued^ 
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the Alitor . will examine the Policies, which will 
contain, a pote of the premium paid. 

(4) * Bank Charges. 

Bank charges for Commission, Cheque Books, 
Interest on Overdrafts and Loans, &c., should be 
vouched by inspection of the. Pass Book, and where 
necessary the calculations should be checked. 

(5) Salaries. 

A Salary book should be in use, containing par- 
ticulars of ^weekly and monthly Salaries. This should 
be cast by the Auditor, and cheques drawn for Salaries 
vouched therewith. If it is customary to obtain 
receipts, these should be examined. Any changes in 
the Salary list should be verified. Wages are dealt 
with separately in Section 3. 

(6) Petty Cash. 

Cheques draw n on account of Petty Cash should be 
vouched by ascertaining that they are properly entered 
on the Receipts side of the Petty Cash Book, care being 

• a. 

taken to see that the dates correspond. The vouching 
of the # Petty Cash Book itself is dealt with in Section 7. 

(7) Bills Payable. 

T he r eturned Bdl duly cancelled will be in evidence 

as a voucher. 

* 

(8) BiUs Receivable Dishonoured. 

If a Bill Receivable has been discounted through 
the Bank, but is dishonoured on presentation, the. 
amount of the .Bill will appear as a payment in the 
Pass Book, and will also be entered in the Cash Book, 
beiiag posted therefrom to the debit of the person 
ffepm whom the Bill was received. 



[Chap. II. 

50 PRACTICAL AUDITING. 

Even where tho Bill has not been discounted, it is 
oommon to find the amount thereof credited by the 
Bank on the date it becomes due, being subsequently 
debited if the Bill is dishonoured. 

The Auditor should examine the dishonoured Bill, 
if it has not been since met or retired. The expenses 
of noting will appear in the Pass Book (in cases where 
the Bill has been presented through the Bank), and 
should be debited to the person fiom whom the Bill 
was received. 

The expenses of discounting a Bill will be vouched 
with the Bass Book, if the Bill has been discounted 
with the Bank, and shoo'd be charged to the Discount 
Account. In vouching the charge for Discount it 
should be remembered that it is based on the nominal 
amount of tho Bill, and not on the money advanced 
by the Bank. Thus the real Interest charged is at a 
higher rate than would appeal from the Discount 
quotation. 

/ (U) Freight and Carriage . 

Freight and Carriage Accounts require careful exam- 
ination. Where the accounts are voluminous payments 
are usually made on account throughout the month, 
and a final statement rendered. Such statement should 
be checked with the Carriage Accounts, and the pay- 
ments on account vouched thereto, thus insuring that 
all such payments have been brought into account. 

Tn Railway Accounts a rebate is often allowed for 
Cartage, where the rates charged include Cartage, but 
such Cartage is performed by the customer or his agent. 
The receipt given by the Railway Company will be for 
the full amount, and a contra receipt is given by the 
customer for the rebate. The Auditor should ascertain 
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whether such rebates have been allowed, and see that 
the actual cash payment made corresponds with the net 
amount payable. Rebates are also afforded by Shipping 
Companies in some cases. 

(10) Custom Duties. 

Where Custom Duties are paid by a Railway or 
Forwarding Agent on behalf of a customer, they will 
render monthly accounts, and 'issue receipts for pay- 
ments on account, which should be examined by the 
Auditor. Where the transactions are numerous, such 
accounts will follow the same principle as the Freight 
Accounts abqve mentioned. 

As the sums involved are sometimes very large, and 
special opportunities exist for fraud in connection there- 
with, the Auditor should vouch the Duty Account 
thoroughly. 

Where Duty is paid direct in cash, receipts arfe not 
always issued, but an acknowledgment can be obtained 
from the Custom .House on the occasion of each pay- 
ment, if it 'is asked for. Where these have not been 
obtained the Auditor should request that they should 
be arranged for. 

The Customs House authorities will not accept pay- 
ment by cheque, but they will accept a transfer on the 
Bank of England. This is the usual mode for payment 
of large sums, and the Auditor will then see no voucher 
except the returned transfer, which is in effect a cheque 
payable to the Bank of England. 

(11) Partners' Drawings. 

• * 

It is not usual for specific vouchers to be available 

in respect of Partners’ Drawings, but where the payment 
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is in the form of a cheque payable to the Partner con- 
cerned, the returned cheques should be obtained, and 
the partner’s signature examined. Where payments 
are made .to third persons on behalf of partners, it is 
not always possible to obtain the receipts, and such 
items should be vouched by direct reference to the 
partner concerned. Where Partners’ Drawings are 
numerous, each partner should be asked to initial his 
Drawing Account as being correct. 


Wages. 

(a) Internal Check as regards Wages. 4 , 

The vouching of wages is a very important part of 
the Auditor’s duties in the case of a concern employing 
labour to any extent, since fraud has' been found to 
arise., more easily in this connection than in any other. 
It may be said that no Auditor can satisfactorily 
vouch this item unless- there is a proper system in force 
as regards the preparation of the wages sheets and the 
payment of the men. The first care of the Auditor, 
therefore, will be to examine the methods’ adopted, 
and if he 'then finds that the Internal Check in this 
connection is inadequate, he should immediately advise 
his clients of the risks likely to result from the con- 
tinuation of such a system, and suggest to them what 
alterations he considers , to be advisable. Should his 
recommendations not be adopted, he will be wise to 
disclaim any responsibility for errors or fraud in this 
connection,' in order to protect himself from any 
sub^equient charge of negligence. 

Th# hesfceysteni to he adopted ip any particular 
case ;v|Ul;;hatutaIly. yaiigr 'tiith. but 
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the principal dangers which any system should be 
designed to counteract are as follows : — 

(1) Inadequate time tecords, whereby men may be 
enabled to receive pay for time not devoted to 
the business’ or for time wasted in the works. 

' (2) Inadequate piece-work records, enabling pay to 
be received for work not executed. 

1 (3) Errors in the preparation of the wages sheets. 

(4) Fraudulent manipulation of the wages sheets, 
enabling moneys to be drawn in excess of amounts 
due, or false names to be inserted. 

In order to counteract these dangers, a system 
should be in operation which will afford the best 
check possible, and necessitate collusion between two 
or more officials before any fraud can remain undetected 
for any length of time. It is essential that any such 
system should be strictly adhered to, and supervised 
by those responsible for the control of the business, 
who should at all times be prepared to introduce such 
variation fs* experience proveg to be advisable. 

* The following is an outline of a system of preparing 
Wages Sheets and paying the Wages, which, if properly 
carried out, should effectually minimise the risk of 

fraud.’ 

* 

(1) Time Record h. 

The times of workpeople entering or leaving the 
works should be recorded, either by a gatekeeper or 
time-recording clock. In order to avoid loitering in 
the works, and to act as a check on the original record, 
the freeman of, each department should take the times 
of the workpeople entering and leaving the shops, or, 
time clocke should be utilised. 
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(2) Piece-work Records. 

Where the pay is based on the actual work per- 
formed, and not on the time occupied, an efficient 
system of recording piece-work is essential. When 
the work is given out it should be entered on the 
piece-worker’s card. On completion this card should 
l)e initialled by the piece-work viewer as soon as the 
work has been examined and checked by him, and 
where possible, also by*thc stock-keeper. 


(3) The Preparation of Wages Sheets. 

Separate Wages sheets or books should be utilised 
for Time-workers and Piece- workers respectively, and 
should be ruled to record all the essential particulars, 
special columns being provided for the gross amount 
payable, deductions tor ^National Insurance contribu- 
tions, fines or otherwise, payment on account, and the 
net amount payable. A column should also be provided 
shewing the Emp lover’s contributions under the 
National Insurance Act, 1911. 

The gate records and foreman’s records as regards 
Time should be compared by two clerks in the Wages 
Office, and any discrepancies enquired into. Another 
clerk should enter upon the Wages sheets the names 
of the men employed, rates of pay, number of hoiuvs 
worked by each man daily, and .particulars of any 
deductions. A separate elerk should work out and 
enter up the net amount due to each man, and cast 
the sheets, tho calculations being checked by another 
clerk. Similar work should be performed in connection 
with the Piece-workers’ wages. Each man responsible 
fot the preparation of the sheets should initial for that 
portion of the work performed by him, and the whole 
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should be countersigned as correct by the Works 
Manager, a Partner, or a Director. 

(4) Payment of Wages. 

Wages should be paid by the Cashier, who should 
not perform any part of the work detailed above. 
He should prepare an analysis of the Wage Payments, 
so that the proper amount of change can be obtained 
from the Bank. A separate cheque should then be 
drawn for the precise amount of the wages, and each 
man’s wages placed in a tin, or sealed up in a small 
bag numbered with his particular number. The men 
should attend personally to receive their wages, which 
should be paid by the Cashier, the foreman of each 
department being present when the men in his shop 
are being paid, in order to avoid the possibility of 
substitution. Special arrangements should be made 
for the payment of wages of men who are absent, 
and the w T ages of one workman should not be paid on 
his behalf to another. 

As a general rule it is not found possible to obtain 
the signature of each man for liis wages, and where 
such a* system as the above is in force, it is not necessary 
to do so. The payment should be attested by the 
3ignatiues of the Cashier and the Foreman, and of 
the Works Manager, if present. 

T>) The Auditor’s Duty as regards Wages. 

The Auditor will ascertain the precise particulars 
of the methods employed in preparing and paying 
wages, and will pay special attention to any portion 
yt the system which he considers to be weak. Where 
such a system as the one described above is in force, 
She Auditor will ascertain that it is regularly and 
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properly carried out, and that the signatures and 
initials of those responsible are duly appended to the 
Wages sheets. He will vouch the cheque drawn for 
t Wages with the total shown by the sheets, and check 
the casts and extensions of a certain proportion. 
Sometimes it is arranged for the Auditor to attend 
personally without notice at the time of payment of 
wages, though this cannot be considered part of his 
duties in the ordinary .course. 

§ 4. — Vouching Receipts, 

(a) General Considerations. 

From the Auditor’s point of view the operation of 
vouching receipts is more difficult than that of vouching 
payments, since only indirect evidence can as a rule 
be obtained. 

The system of Internal Check should be carefully 
enquired into by the Auditor, and he should direct 
special attention to any part that he considers inade- 
quate. In order to ascertain that the system is properly 
carried out, he should test each portion of the check 
in operation, and if discrepancies are found he should 
carry his examination further. If, on the other hand, 
the transactions he has examined are in order, ho is 
entitled to assume that the remainder can be safely 
passed. Where a rough Cash Book or Cash Diary 
is kept, such books should be exhaustively tested 
with the Cash Book proper, since if amounts received 
are entered in the former but appropriated by the 
Cashier, and not entered in the Cash Book, the Auditor 
might be held responsible if he failed to. detect the 
fraud, owing to his omission to compare the two 
boob). This point is one of some importance, as it 
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raises the question as to how far it is the duty of the 
Auditor to go behind the financial books of the 
business, and to examine the memoranda books, if 
such exist, on which th6 entries in the financial books, 
are based. It is probable that where such memoranda 
books are part of the recognised system in force in 
the business, an Auditor would be held negligent 
if he failed to examine them, but where they are not 
part of the recognised system, the finest ion is open to 
considerable doubt. 

This point emphasises the desirability of the 
Auditor obtaining a list of the books in use, since, 
if such memoranda books are not included, he could 
not reasonably be held to be cognisant of their existence 
as part of the financial system. 

(b) Credit 5ales. 

Apart from checking the Sales Ledgers, the Auditor 
cannot specifically verify receipts on account of Credit 
Sales, particularly where it is not the custom of the 
business to- issue 'printed counterfoil receipts to their 
customers. Where counterfoil receipts are in use, the 
Auditor should ascertain the regulations in force 
regarding them, and vouch a certain number of the 
counterfoils with the Cash Book. 

It cannot be contended that in a large business 
it is the duty of the Auditor to chock the whole of 
the counterfoil receipts, since, in itself, this operation 
will not necessarily discover any frauds that may 
have taken place. There is nothing to prevent the 
amount of the receipt being entered on the counterfoil 
as less than the sum actually received. Further, 
unless unused counterfoil receipt books are kept in 
safe custody, there is nothing to prevent receipts 
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being issued from unused books. On Ihe other hand, 
if the counterfoil is properly filled in, but the entry 
in the Cash Book is incorrect, and the Auditor fails 
,to discover the fraud by omitting to check the counter- 
foil receipts, he might find himself in a position of 
some difficulty. All spoilt receipts should be attached 
to the counterfoil, and cancelled by the Auditor, as 
far as his examination extends. It should be seen 
that the dates on the counterfoils correspond with 
those in the Cash Hook. ' 

Where Travellers arc authorized to collect moneys 
from customers, the regulations in force should be 
ascertained, and it shouhl be seen that they are sound 
and regularly adhered to. If the Travellers issue 
counterfoil receipts, 1 lie counterfoils should be tested. 
The Travellers’ Returns, giving particulars of the 
amounts received, should also be examined and com- 
pared with the actual receipts in the Casli Book. 

. Discount allowed to debtors is usuallv entered in 
a special column on the debit side of the Cash Book 
reserved for Discount,, the entry being n1a.de opposite 
the receipt to which it relates. The Auditor should 
ascertain the terms on which discount is allowed, 
and test a certain number of the entries to ascertain 
whether the discount is in order. This is important, 
as defalcations in respect of receipts have been con- 
cealed bv moans of fictitious entries of discount. 
* • 

The Discount columns should be cast, and the total 
checked to the debit of the Discount Payable Account 
in the Impersonal Ledger. 

(c) Cash Sales. 

Th# opportunities for fraud in this connection are 
very numerous, and no amount of checking by the 
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Auditor will be of much avail unless an efficient system 

* 

of Internal Check is in operation. 

Assuming a proper system to be in force, the 
Auditor will exhaustively test its operation by checking . 
the counterfoils of the Cash Sales Books on to the 
Salesmen’s Summaries or Extracts. Each Salesman’s 
Extract should agree with the analysis of the cash 
received by the Receiving Cashier, the details of 
which can again be checked with the Cash Sales 
Counterfoils. The daily totals of the Receiving 
Cashiers’ * Cash Books should be vouched into the 
General Cash Book. 

(d) Special Receipts. 

Certain receipts of common occurrence are subject 
to special considerations in vouching, and the more 
important of these are here noted. Special Receipts 
particularly relating to Companies will be dealt with 
in Chapter IX. 

(1) Income from Investments. 

A separate Ledger Account should be utilised for 
each Investment, and where a large number of Invest- 
ments are held, an Investment Ledger will usually be 
found. At the head of each Account the full title 
of the Investment should be stated, together with a 
note of the dates on which Interest or Dividends 
fall due. The Auditor should ascertain that all 
Dividends and Interest that should have been received 
have been received at the proper dates. Where the rate 
islfcsed, the amount of the Dividend ot Interest can be 
verified by checking the calculation on the nominal 
value of the stock held. In bther cases* the counter- 
foils of the Dividend Warrants shpuld be seen. Where 



* * [Chap. II, 

60 PRACTICAL AUDITING. 

Investments are sold ex div., it should he seen that' 
the dividends are subsequently received, and similarly 
when bought cum div. 

(2) Rents Receivable. 

In order to vouch the income derived from this 
source, the Auditor should inspect counterparts of 
Leases and Agreements, noting the rent payable, and 
the provisions as to repairs and allowances. He should 
then ascertain that all Rents that should have been 
received have been received, and vouch deductions 
made by the tenants. Enquiry should be made into 
arrears outstanding for any length of time, in order 
to ascertain whether they are genuine. Similar pre- 
cautions must be taken in respect of properties which 
are shown as unlet. Where counterfoil Rent Receipt 
Books are utilised, the Counterfoils should be checked. 
When rents are collected by Agents their accounts 
* should be examined and vouched. 


(3) Interest on Loans and Bank Deposits. 

If the Loan is secured by Mortgage Deed, the latter 
will be consulted for the rate of interest and dates 
when payable.- If the Loan is unsecured, whatever 
pther evidence is available will he inspected, and it 
should be seen that the interest is duly received. 
Interest on Deposit will be verified by reference to 
the Bank Pass Book, and the correctness of the amount 
there credited can be tested by checking the cal- 
c illations in accordance with the terms allowed *by 
jjie, Bank. Where the* deposit is % fixed yearly one. 
mcope .^ax will be deducted by the Bank in crediting 
interest should be creditpdgross. 
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(4) Bad Debt Dividends. 

These items should be vouched by examining the 
counterfoils of the dividend warrants or other docu- 
ments which will state the amount of the debt and 
the rate of the dividend. 


(5) Sale qf Investments. 

The amount received should, be vouched by reference 
to the Brokers’ Sold Note. Where the Investments 
have been sold cum div., it should be seen that the 
proceeds of sale are apportioned as between Capital 
and Income. 

( 6 ) Bills Receivable. 

The Bills Receivable Book will be examined to 
ascertain the due dates of the various bills. The. 
proceeds of those discounted will be received prior to 
maturity, apd shemid be vouched by reference to 
the Bill Book, or Bills Discounted Book, and the rate 
of discount* charged. Those held till maturity should 
be received in full on the due date. If not so received, 
they will either have been retired and a new bill given, 
or dishonoured. 


(7) Miscellaneous Receipts. 

Other Special Receipts, such as Receipts from the 
Sale of Fixed Assets, Receipts from Insurance Com- 
panies in respect of Claims, &c., will be vouched by 
reference to the correspondon.ee, and any documents 
relating to the matter. 
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§ !). — The Pass Book. 

(a) Payments into Bank, 

The desirability of paying all receipts into the Bank 
daily has already been indicated, and where this 
regulation is in force, and a separate Bank column 
provided on the Receipts side of the Cash Book, the 
Auditor should chock *the amounts paid in as shown 
by the Pass Book witli the entries in such column. 
Note should be taken of the dates, to see that they 
correspond. The majority of London Banks do not 
give credit for country cheques on the day on which 
they are paid in, and consequently, a tew days will 
elapse between the da.c of the entry in the Cash 
Book, and the date at which the Bank gives credit 
therefor. It should be seen that such period is not 
unreasonable. The comparison of dates is important, 
since cases have been knowui where the Cashier has 
continuously delayed the payment in of moneys for 
.a few days, thus being in a position to manipulate 
regularly the current receipts. 

Where no separate column is •provided for Bank 
transactions, the agreement of the receipts side of the 
Pass Book with the Cash Book may occasion con- 
siderable difficulty, and the Auditor may be obliged 
to have recourse to the counterfoil Paying-in Book, 
in order to ascertain how the items credited by the 
Bank are made up. He will also examine this book 
in other cases where disagreement exists between the 
Cash Book and the Pass Book, and he should par- 
ticularly refer to it for the purpose of vouching moneys 
received and paid into the Bank prior to the date of 
ojosing the accounts, but not credited by the Bank 
till the next period. As the Paying-in Book will show 
the actual date on which the items were paid in, and 
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will be initialled by the Receiving Clerk, the record 
will be sufficient evidence that the moneys were paid 
in prior to the date of closing the Accounts, if supple- 
mented by an examination of the Pass Book for the 
subsequent period, to see that the moneys have been 
actually credited in due course. In certain businesses 
it is the custom to enter moneys received after the 
close of the balancing period, as if they had been 
received and paid into the Bank on the last day of 
the period, in order that these transactions may be 
recorded in the books before the close of the period, 
and so reduce the outstanding balances. Such treat- 
ment camiot be regaided as in order, since it will have 
the effect of increasing the Cash appearing in the 
Balance Sheet, and decreasing the outstanding debtors 
correspondingly. In this way the accuracy of the 
Balance Sheet is affected, but this can be remedied 
by decreasing the Cash to the extent of the items in 
question, and increasing the debtors correspondingly.. 
As, however, the Trial Balance of the books will include 
these items a» having been received, the Auditor must 
vouch the icceipt thereof as jf they had actually been 
received during the pci iod. 

The vouching of the totals paid into the Bank 
with the entries in the Bank column w ill not, of itself, 
prove the correctness of those totals, and this should 
be done by casting the detail columns. 

(b) Payments out of Bank. 

Where the Pass Book has not already been agreed 
with the Cash Book, it will be necessary for the Auditor 
to check the payments in detail with the Bank Pass 
Book, and he should be careful to observe that all 
Bank Charges, Dishonoured Bills, Returned Cheques, 
&o., have been properly recorded in the Cash Book, 
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Where, however, the payments are numerous, and 
a Reconciliation Statement has been prepared and 
presented to the Auditor, it may not be necessary 
. for him to check the payments with the Pass Book 
in detail, assuming those payments to have been 
vouched and the credit side of the Cash Book to have 
been cast. If a separate column has been provided 
for Bank transactions, it will be possible for the Auditor 
to prove the Payments side in total with the Pass 
Book. In order to agree’the total payments appearing 
in the Cash Book with those shown in the Pass Book, 
it will be necessary to add to the Cash Book total, 
cheques outstanding at the commencement of the 
period, and to deduct therefrom cheques outstanding 
at the close of the period. Adjustments will also 
have to be made if the dates of balancing the Pass 
Book and Cash Book do not correspond. If the 
Receipts side of the Cash Book has already been 
.checked with the Pass Book, any contras appearing 
in the Pass Book, omitted from the Cash Book, will 
be apparent, since tjiese items, ais far* as the debit 
entries are concerned, will not have been checked 
with the (’ash Book. Such contras arise 1 from time 
to time, and the origin thereof must be ascertained. 
They are occasionally due to errors on the part of the 
Bank, rectified by contra entry, or more often to 
cheques paid in and returned on account of irregular 
endorsement, &c. The latter are not usually put 
through the ('ash Book as returned, and the contra 
entry in relation to them will therefore not appear in 
that book. After adjusting such contras (if any), it 
should be possible for the Auditor to agree the totals 
of the Payments side of the Cash Book and Pass 
Book respectively. 
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Cheques drawn before the close of the period, and 
appearing as payments in the Cash Book, but debited 
in the Pass Book in the succeeding period, should be 
checked through into that period by the Auditor as 
far as possible. Where the method of treating as 
receipts items received in the succeeding period is 
adopted, as referred to above, it will usually be found 
that the same principle is applied as regards payments, 
with the result that the Cash balance is reduced, and 
the Creditors decreased correspondingly. In this case 
a similar adjustment should be made to that described 
as regards receipts, in order that the Balance Sheet 
may be correct. For the purpose of reconciling the 
Cash Book balance with the Pass Book balance, 
however, such items must be regarded as outstanding 
cheques. 


(c) Reconciliation with Cash Book. 

A Reconciliation Statement should be prepared 
and submitted to the Auditor, showing how the Cash 
Book and Pass Book balances are agreed, and the 
Auditor should check the details thereof with the 
Pass Book. If no such statement is submitted, he 
will be obliged to prepare one himself, which he will 
do by taking the balance as shown by the Pass Book, 
adding thereto cheques paid in but not yet credited 
by the Bank, and 'deducting therefrom outstanding 
cheques drawn but not yet presented for payment. 

In, large concerns separate Cash Books are often 
Utilised for Cash In and Cash Out respectively. If this 
is so, the Auditor should check the totals to the Cash 
Book in which the balancing is effected, or to a Total 
Cash Account in the Impersonal or Private Ledger, 
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which is sometimes employed in order to prevent the 
clerks from knowing the bank balance. 

Difficulty is frequently experienced where there are 
a large number of cheques drawn for a similar amount, 
some of which are outstanding, and, in such cases, 
care should be taken to ascertain that those treated 
as outstanding according to the Cash Book arc the 
actual cheques which wore outstanding. Accuracy in 
this direction can be most conveniently assured by 
comparing the date stamped on the returned cheque 
with the date of the entry in the Pass Book, and this 
can be very quickly done where the numbers of the 
cheques are inserted 1 oth in the Cash Book and in 
the Pass Book. 

The Reconciliation of the Pass Book with the 
Cash Book, where there is an Overdraft, follows on 
the same lines, but the cheques not credited will be 
deducted from the Overdraft, and the cheques not 
cleared added thereto. 

Where a Reconciliation Statement is prepared 
without the whole of the entries in.the Pass Book and 

f i 

Cash Book being checked, it often happens that Bank 
Charges have been omitted, and consequently, the 
Reconciliation Statement disagrees to that extent. 
This particularly arises where it is the custom of the 
Bank to credit Scotch and Irish cheques less the 
Commission charged, rather than crediting the full 
amount of the cheque and charging the Commission 
on the’ other side. 

Similar considerations apply when Bills Receivable 
have been discounted, and the Bank has credited the 
amount advanced on the Bill in place of crediting 
the full amount of the Bill, and charging the Discount 
on the other side. 
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§ 6. — Verification of Cash in Hand and at Bank. 

Where all receipts are not banked, and all payments 
are not made by cheque, the balance appearing on 
the Cash Book will be composed of Cash in hand 
and at the Bank, and will be divided accordingly, if 
separate columns have been utilised for Cash and 
Bank transactions, as should always be done. 

In such an event, it is sometimes arranged that 
the Cash balance in hand at the close of the period 
should be paid into the Bank on that day, and where 
this is done, the Auditor will be able to vouch the 
asset through the Pass Book. Where this procedure 
is not adopted the Auditor should, if possible, attend 
on the day of closing the accounts, and verify the 
balance in hand by actual inspection. This, however, 
is not usually convenient, and the Auditor must then 
check the Cash Book up to the date of his attendance, 
and verify the existence of the balance in hand as 
at that date. 

The inspection of the Pass Book is not sufficient 
evidence fQr* the * verification of the Bank balance, 
since cases have boen known where a fictitious Pass 
Book .has' been presented to the Auditor, containing 
an apparently correct balance, when, as a matter of 
fact, the real Pass Book, not produced, showed a 
’ very much smaller amount. In one case, very large 
frauds remained undiscovered by the Auditor because 
he omitted to call for further evidence of the balance. 
It is therefore essential that the balance as shown 
in the Pass Book should be verified, either by a cer- 
tificate from the Bank, or by actual inspection of 
the Banker’s Ledger. It is more usual for the former 
method to ‘be adopted, and it is advisable that this 
certificate should be sent direct to the Auditor. 

1 E 2 
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Gash on deposit should be verified in a similar 
manner, and if deposit receipts have been issued 
these should be examined. 


§ 7. — Petty Cash. 

(a) General Considerations. 

The treatment of Petty Cash payments is often 
regarded as* an unimportant matter, and it is common 
to find in the case of businesses which have not been 
subject to Audit, that ihe Petty Cash arrangements 
are very inadequate, and afford numerous oppor- 
tunities for manipulation. Under these circumstances 
it is not unusual to find that fraud has taken place, 
and it is therefore essential for the Auditor to direct 
his attention to this subject, and recommend the 
adoption of a proper system. This is the more im- 
portant as vouchers cannot be obtained for a large 
number of Petty Cash, payments. Moreover, in most 
businesses of any size, the number of payments, though 
small in individual amount, are very numerous, .and it 
will not be possible for the Auditor to satisfy himself, 
by the usual method of vouching, that all the payments 
are in order. 

Cheques drawn for Petty Cash are often posted 
to a Petty Cash Account in the Impersonal Ledger, 
and the details of the Petty Cash itself recorded in 
a small rough Cash Book. In such cases the Auditor 
will usually find on enquiry that there are no vouehers 
worth speaking of to support the payments, and: the 
book is not subject to the* examination* of anyone 
other than the Petty Cashier. The expenditure made 
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will probably not be analysed, but the total, debited 
to the Petty Cash Account in the Impersonal Ledger, 
will be written off to Profit and Loss. 

Such a system should be disapproved of by the 
Auditor, and he should recommend the adoption of 
a columnar Petty Cash Book, containing on the debit 
side a column for receipts, and on the credit a column 
for total payments, with subsidiary columns for the 
various classes of expenditure usually incurred. Each 
item of expenditure should be extended into its 
appropriate column, and the book balanced at least 
once a month. A column should be provided for the 
voucher number, and the vouchers numbered and 
filed in order. It is advisable to provide an additional 
column, into which to extend items for which there 
is no specific subsidiary column. A folio column will 
be provided, and each item posted to the debit of the 
Account to which it relates. 

There are two methods of regulating payments to 

the Petty Cashier, the first being to draw cheques as 

and when required for Petty Cash purposes, the same 

being, entered in the Receipts column of the Petty 

Cash Book. 

* 

The second method is known as the Imprest System, 
under which the Petty Cashier receives a starting sum, 
the amount of which will vary with the demand on 
the Petty Cash. When the balance requires replenish- 
ing, a cheque is drawn for the precise amount of the 
Petty Cash payments, thus placing the Petty Cashier 
in possession of his original balance. This system has 
certain advantages in some cases, since it necessitates 
the Petty Cash Book being kept regularly written up, 
as the Petty Cashier should be required to furnish an 
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analysis of the payments made each time that he 
requires a further cheque. It is particularly applicable 
where the Petty Cash relates to a branch, or when it 
is inconvenient to draw Petty Cash cheques at short 
notico. In other cases it might be disadvantageous, 
since it might result in .placing a larger balance in the 
hands of the Petty Cashier at the ’ commencement 
of each period than is necessary. On the other hand, 
the Imprest System is convenient for checking pur- 
poses, since at any moment the cash in the hands of 
the Petty Cashier, plus any vouchers for payments 
made since his balance was last replenished, should be 
equivalent to his original opening balance. 


(b) Inter nal Check as regards Petty Cash. 

It has been pointed out that it is not Usually 
possible for the Auditor to verify the petty cash trans- 
actions in detail, and therefore it is advisable that, 
in addition to a good system of account^ there should 
exist an efficient internal check, by meafts of which 
the Petty Cash can be kept effectively under control. 

The points to which such a system should be 
applied arc as follows : — 

(1) The Petty Cashier should be a responsible official, 
and should not himself be the Cashier. 

(2) The only receipts paid into Petty Cash should 
be cheques drawn for that purpose. Small 
receipts are frequently entered in thq Petty Cash, 
but this is inadvisable, and tho rule should be 
enforced that all receipts, however stpall, should 
pass through the Cashier’s hands, and be paid 
into the Bank. 
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(3) No payments should be made unless a proper 
voucher is obtained. Many payments are, however, 
of such a nature that no receipt is available, 
and to enable a proper record thereof to be ob- 
tained, petty cash slips or dockets should be 
provided, and the persop making the payment 
should be required to insert the necessary par- 
ticulars, and initial for the sum received, the 
docket being counter-blit ialled by a responsible 
official where necessary. In this way either an 
actual receipt or a docket will be in evidence 
for each payment. 

(4) At frequent intervals the Petty Cash Book 
should be thoroughly checked in detail with the 
vouchers, and the balance in hand verified by 
some responsible official, who should initial the 
Petty Cash Book accordingly. 

(5) No clerk should be allowed to borrow Petty 
Cash from the Petty Cashier under any circum* 
stances. 


j The Auditor’s Duty in relation to Petty Cash. 

Where a good system of Petty Cash is in force, 
supported by an efficient Internal Check, the Auditor 
will not, as a rule, find it necessary to perform much 
detail. Ho should ascertain that the system is regu- 
larly carried out, vouch the cheques drawn for Petty 
Cash from the credit side of the Cash Book to the debit 
side of the Petty Cash Book, and cast the Receipts 
and Total Payments columns of the latter. The totals 
of the subsidiary columns should be cross-cast, and 
agreed with, the Total Payments. 
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A 

The vouchers should be tested exhaustively, either 
by taking a certain consecutivo period, or by examin- 
ing all vouchers over a certain amount. If, in the 
. course of this- investigation, irregularities are brought 
to light, the Auditor should pursue his examination 
further. 

c 

Occasional attention should be directed to the 
Postage Book, and the amounts paid out of Petty 
Cash for Postage vouched into such book. It should 
be seen that the Postage Book has been regularly 
checked, and it may be advisable to count the balance 
of stamps in hand where the same is considerable. 
The main point, however, is for the Auditor to see 
that a proper system of check on the Postage is in 
force, since otherwise the opportunities to commit 
fraud may prove too tempting to be resisted. Frauds 
in connection with Postage, although they may indi- 
vidually relate to small amounts, are sometimes con- 
sistently practised for a long period, and may in this 
way ultimately involve a considerable sum. In small 
points of this nature business men are frequently 
negligent, and when the Auditor draws attention to 
the weakness of the system employed, are sometimes 
apt to dismiss the subject as too small for notice. It 
oannot, however, be too strongly emphasised that it 
is the duty of all employers to safeguard their employes, 
against temptation to commit .fraud, by utilising 
proper systems of check ; and frauds on Postage or 
Petty Cash, though they may involve comparatively 
small amounts, have as great an effect in undermining 
the character of the j>erson concerned as those of a 
larger mature. It should be remembered - also that 
the persons employed to conduct these transactions 
are usually not in very remunerative positions, and 
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consequently the attraction of a few shillings a week 
may prove of material moment to them. 

Where the Petty Cash Book is kept on the columnar 
principle, it may be made to form part of the double 
entry, and, in that event, there will be no Petty 
, Cash Account in the lmperspnal Ledger, and the 
balance of the Petty Cash Book will form part of the 
Trial Balance. The totals of the columns will, in 
such a case, be posted direct .from the Petty Cash 
Book to the Impersonal Ledger, and should be checked 
by the Auditor. Otherwise a Petty Cash Account will 
be opened in the Impersonal Ledger, which will be 
debited with all cheques drawn for Petty Cash, and 
credited with the analysis of the various payments, 
either through the Journal, or by way of direct transfer 
to the Ledger Accounts involved. The Auditor should 
vouch such transfers with the analysis of the Petty 
Cash, and see that the balance brought down on the 
Petty Cash Account in the Impersonal Ledger agrees, 
with the balance as shown on the Petty Cash Book. 

Where the* Petty Cash system is not a good one, 
and where there is no effective internal check, the 
Auditor should examine the transactions carefully, 
and vouch them as far as possible. Where the evidence 
of payment is not sufficient, he must report to his 
clients the facts of the case, and inform them that he 
cannot hold himself, responsible for the accuracy of 
Petty Cash transactions, owing to the lack of available 
evidence. 

In any event, the Auditor should verify by actual 
inspection the balance in hand. Where he cannpt 
attend on the day of the Balance Sheet, he should vouch 
the Petty Cash Book up to date, and call upon the 
Petty Cashier to produce his balance. It will fre- 
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quently be found that such balance consists in part 
of IOU’s. Due note should be taken of these by the 
Auditor, and he should report the matter to his 
clients. 

Where two or more Petty Cash Accounts exist, 
the balances should t be verified simultaneously in t 
order to avoid substitution of one balance for another. 

In the ease of the London Oil Storage Co., Ltd. v. 
Secar, Unstuck & Co. (Aect. _L.ll. 31, p. 1), it was found 
that the Auditors had committed a breach of duty in 
not vouching the existence of the Petty Cash balance, 
which was shown by the books to be £796, but was in 
fact onty £30. 
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CHAPTER in. 

THE AUDIT OF TRADING TRANSACTIONS. 

§ 1 . — Purchases. 

(a) Internal Check as regards. Purchases. 

It is highly important that a proper system should 
be in force for the purpose of checking the receipt of 
goods and the accuracy of invoices, in order to prevent 
fraud and errors, and to ensure that the business only 
pays for the goods which it actually receives. 

Before entering on an examination of the Purchases, 
the Auditor should ascertain what system, if any, is 
in force, and the following are the principal points to 
which his attention should be directed : — 

(1) What officials are authorized to sanction the ^ 

ordering of goods ? . 

(2) Whether a Goods Inwards Book is kept by the 
Gate Office’ Foreman, in which particulars of all 
goods received are entered. 

(3) Whether the invoices, when received, are checked 
by the Invoice Clerk Vitli the Order Book, and 
the number of the order .entered upon them. 
The invoices should also be chocked with the, 
Goods Inwards Book, to ascertain whether the 
goods have been actually received, and a reference 
made both in the Goods Inwards Book and on 
the invoices. This should prevent the entering 
pf fictitious invoices or the treatment of dupli- 
cates as originals. The Invoice Clerk should 
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* 

initial the invoice, to indicate that he has checked 
the calculations and verified the item as above 

described. 

* 

(4) Whether each invoice is then passed to the 
particular department from which the goods 
were ordered, the manager of which should 
initial the same, thus making himself responsible 
for the correctness of the price and quality of 
the goods. 

m 

(b) The Bought Journal. 

There are various forms of Bought Journals 
utilised, but thd columnar system is now very generally 
adopted, under which separate columns are provided 
for each class of expenditure or for Departmental 
purposes. Such a book should contain columns for 
the number of the invoice, the date, the name of 
creditor, and particulars, Bought Ledger folio, total 
column, and subsidiary columns, headed according to 
the nature of the business and to the subdivision' 
required. It may be found convenient to provide 
a further column, entitled a ledger column, in which 
can be inserted all those items for which no subsidiary 
col umn* is provided, the same being posted separately 
to the particular ledger accounts to which they refer. 

Each invoice will be entered as received, and num- 
bered consecutively. Where the invoices are filed in 
the order of the Bought Journal, it is not usual to find 
particulars of each invoice copied in that book, but 
where the invoices are filed with the cash vouchers, 
as mentioned in the previous chapter, it is not so easy 
to refer to them, and consequently it may be found 
advisable t q copy the particulars info ’the Bought 
Journal. The totals of this book should be posted 
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monthly, and the Auditor should check the casts, 
and cross-cast the totals of the subsidiary columns 
to see that they agree with the grand total. The 
postings of the totals of the subsidiary columns will be 
checked to the accounts in the Impersonal Ledger to 
which they relate. 

Where no colunmaf form is utilised, but the Bought 
Journal is in the form of an ordinary Journal, it will 
probably be necessary for the items to be analysed 
monthly, or at other intervals, according to the various 
Nominal Accounts to which they relate, and the 
Auditor should see that this is corregtly done. The 
columnar system, however, has such considerable 
advantages over the older form, that its adoption 
should be recommended bv the Auditor, if it can be 
usefully applied. 

In some cases the number of columns requisite is 
too large to enable them to be conveniently dealt 
with in one book, and the Bought Journal should 
then be divided into two or more sections. In such 
cases it is usual to find a Charges Journal in operation, 
recording all invoices relating £o expenses other than 
purchases of goods. 

(c) Vouching Invoices. 

The Auditor should see that the invoices are 
initialled by the Clerk whose business it is to check 
the same as above described. Edcli invoice relating to 
goods should bear a reference to the Gate Book or 
Goods Inwards Book, and the Auditor should occa- 
sionally refer to this book to sec that the goods stated 
in the invoice have actually been received. Care 
should be taken to see that the invoices are made out 
in th# name of the firm, and appear to be of a nature 
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relating to the business carried on. It should be seen 
that each item is extended into its proper subsidiary 
column, and if any column is provided for capital 
expenditure, such as plant and machinery, the items 
contained therein should be checked, and it should be 
ascertained that they are strictly of a capital nature. 
All such items should be passed* and initialled by some 
superior official. 

At the close of the balancing period it is important 
for the Auditor to ascertain, as far as possible, whether 
all goods received prior to the date of closing the books 
are included in the purchases, since, if they are included 
in the stock but omitted from the purchases, the 
profit will be affected to that extent. A cnmmo p 
method of inflating the profits is to manipulate the 
purchases in this manner, and where no proper system 
is in force, dealing with the receipt of goods, it may 
be difficult for the Auditor to detect fraud or errors of 
this nature. 

Where, however, the Goods Inwards Book is duly 
referenced to .the invoices and Bought Journal, it can 
be ascertained whether those goods received prior to 
the date of closing the accounts are brought into the 
Bought Journal before that date or not. If they are 
entered ’ in the succeeding period the Auditor must 
ascertain whether they have been included in the 
stock, and whether they were actually received before 
the date of closing the accounts or not. If so received 
they should be included in the stock and in the 
purchases. 

Errors sometimes arise in this connection owing 
to the system prevalent in certain trades of post- 
dating invoices. This system is adopted for t^e pur- 
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pose of giving a fictitious credit, all good s ordered, say, 
after the 20th of each month being post-dated to the 
1st of the following month, in order to extend the 
term of the two or three months’ credit that may be 
' allowed. For the convenience of the ledger keeper, 
it is usual to make the entries relating to these invoices 
as at the 1st of the month, although the goods them- 
selves have been received in the previous month ; and 
care must be taken at balancing periods to ascertain 
that all goods of this nature brought into stock have 
been property dealt with as purchases, or an adjusting 
entry made to deal with them. 

It is customary in 1 mny businesses to allow Trade 
Discount . This discount is an allowance made by one 
house to another in the same trade, and takes the 
form of a fixed percentage of the catalogued or fixed 
price of each article. It varies greatly in different 
trades, and even on different articles in the same trade, . 
and bears no relation to the payment of cash. The 
deduction is made from the invoice at the time pf 
rendering the same, . and in vouching* the invoices 
the Auditor should see that only the net figure is 
e ntered in the Bought Jour nal, as Trade Discount 
should never, under any circumstances, appear in the 
Ledger. 

Cash Discount, on the other hand, is an allow- . 
ance made by the seller to the purchaser in considera- 
tion of the latter paying his account at once, or within 
the period of credit allowed. Such discount, as 
affecting purchases, is usually recorded in a Discount 
column on the credit side of the Cash Book, the discount 
, being entered therein, and posted .to the ddbit of the 
account in the Bought Ledger. Where such discount is 
regularly taken advantage of, it is sometimes deducted 
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from the invoice before the entry is made in the< 
Bought Journal. Such treatment cannot be recom-l 
mended, inasmuch as the ledger account with the 
creditor will not be found to agree with the statement 
rendered by the latter, and, moreover, the Discount 
Account will not record the Bought Discounts that 
have been taken advantage of. The argument 
utilised in favour of this system is that it prevents 
the .deduction of the discount being overlooked, but 
where there is a proper method in force relating to 
passing statements for payment, this difficulty should 
not arise. 


§2. — Purchase Returns. 4 ^ 

The Auditor should ascertain that a proper system 

is in force with regard to the treatment of purchase 

returns, so as to ensiue that full credit is obtained for 

all goods returned. The Departmental Manager con* 

titemed should send an Advice Note relating to the 

item to the* Counting House, which should be checked 

by the Invoice Clerk with the original invoice, the 

propel* entry being made in the Bought JR eturns Book. 

If the invoice has not already been paid, the Advice 

Note will be attached thereto in order that it may not 

be overlooked when payment is made. If the original 

invoice has been paid, a Credit Note should be obtained 

from the creditor, and placed with the invoices not 

yet pa^d, so that it can be seen that the proper 

deduction is made from the next payment. 

* 

* % Thu fdrm of the Bought Returns Book may |>e gf 
a columriar nature, and similar to that of the Bought 
Journal* If this is not convenient, the Bought 
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Returns Book must be analysed., and the Auditor, 
after checking tlvo casts of the book, will check the 
postings of the totals to the Nominal Ledger. 


§ 3. — Sales. 

^a) Credit Sales. 

The Auditor should ascertain the system in force 
relating to the record of sales from the time that the 
order is received until the entry is made in the Lay 
Book. The system adopted will naturally vary with 
each class of business, but there should be a proper 
record of all goods sent out, which can be examined 
with the Order Book, ancl the prices and extensions 
should be checked. Much saving of labour is afforded 
by the utilisation of a system w hereby three copies of 
each invoice are obtained, the lirst being sent to the 
c usto mer, the second being utilised as a de livery n ote, 
while the tlurd. remains in the book, which is used ^s 
the Sales Day Book . 

Where the nature of the Audit requiies the whole 
3f the detail to be checked, the Sales Day Bookti should 
he cast, and the carry forwards checked, the monthly 
jt other totals of these books being checked to the 
Sales Account in the Impersonal Ledger. Where, how- 
3ver, the number of transactions involved is consider- 
able, and the system of Internal "Check in connection 
with the Sold Ledgers, as dealt with hereafter, is 
satisfactory, it will be sufficient if the Auditor exhaus- 
tively tests the casts in the Sales Day Books. In any 
event, it is advisable that * he should chefck all the 
carry forwards, as this in itself will afford *a very good 
test. 
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Occasionally sales will be made of old Plant and 
Machinery, or other assets of a capital nature, the 
entries being put through the Sales Day Book. When* 
this is done, care should be taken to see that the total 
of the Sales is correctly analysed, and the amount . 
derived from the sale of capital assets duly credited 
to the assot accounts in question, since, otherwise, 
revenue will receive an improper credit. 

\Vh ere t here is reason tq suppose that the Hales _ 
are not bona fide, andjLhat entries have been oreated 
for the pur po se of inflating the profits, the genuineness 
of the Hales can be tested by reference to th e Order 
Book, and to any correspondence that may be in 
evidence relating to particular orders. The Goods 
Outwards Book should also be examined, to ascertain 
'that the goods in question have actually left the 
premises. This test is particularly useful towards the 
close of the balancing period, in order to discover 
whether Sales really belonging to the succeeding period • 
have been treated as actual Sales at the date of closing 
the accounts, although the good 1 ? themselves may not 
have been despatched, and may have been included 
in Stoqk, thus creating a fictitious profit. 

(b) Cash Sales. 

It has already been pointed out that it is essential 
there should be an efficient method of recording 
transactions of this nature. Where the book-keeping 
system is indifferent, it will frequently be found that 
the Cash Sales are merely entered as cash is received, 
and that there is no method by which the Auditor 
can verify their accuracy. In such oases he should 
disolaim any responsibility in connection with the 
item, and suggest that a proper system be utilised. 

r 2 
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The vouching of Cash Sales, where an efficient system is 
in force, has already boon dealt with in Chapter II., 

§ 4 (c). 

t 

(c) Goods on Sale or Return. 

f 

Where Goods have been sent to customers on Sale 
or Return, the Auditor should ascertain that Goods 

in the hands of customcis unsold at the date of the 

• 

Balance Sheet a re not treated as Sale s, bu t are brought 
into account as Stock in the hands of customers, 
at cost price , a percentage being deducted where 
necessary for damage . It is a prim a ry rule that no 
credit sho uld be taken in r espect of profit on sale 
until the sale is actually effected If, therefore, the 
sale is not completed at the date of the Balance 
Sheet, no profit in respect of the transaction should 
be taken credit for. 

The proper record of transactions of this nature 

demands the utilisation of a separate Sale or Return 

Journal, which should be provided with columns 

reebrding the selling price of the goods sent out/* 

value of goods returned, and value of 'goods sold. 

In such a case only the column xecording the actual 

sales should be posted to the debit of the customers’ 

accounts in the Sold Ledger, the other columns not 

forming part of the double entry. The difference 

between the total of the Goods Sent Out column, 

* 

and the totals of the Returns and Sales columns 
taken together, will represent the amount of the 
goods in the hands of customers at any date at selling 
price, which, after being reduced to cost, as above- 
mentioned, should be brought into th^ Trading Account 
and Balance Sheet as stock. 
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Where the number of transactions is numerous 
and the articles of considerable value, it may bo 
advisable to utilise an entirely separate set of books 
on a Double Entry basis. Under this system a Sale 
or Return Ledger will be in operation, the balances 
on which will represent the goods out with customers 
at selling price. Such balances, however, must not 
be brought into the Balance Sheet as debtors, but 
the goods, represented by .such balances, must be 
taken to the credit of the Trading Account at cost 
or under, and appear on the Balance Sheet as stock 
in the hands of customers. 

* It may bo found that transactions of this nature 
are not properly recorded, but are passed through 
the ordinary Sales Day Books, the goods being debited 
to the customers’ accounts in the Sales Ledger, cor- 
responding credit being given if the goods are returned. 
In such a case the debtors’ balances will include goods 
in the hands of customers at selling price, and the' 
'sales will have been correspondingly increased. The 
^ Auditor should require a schedule of goods in the 
hands of customers to be prepared, and if it is in- 
convenient to adjust the individual debtors’ accounts 
in the Sales Ledgers, he should see that «an entry 
is made debiting the Sales Account, and crediting 
a Suspense Account, with the value of the goods 
in the hands of customers at the date of the Balance 
Sheet, at the price at which they have been debited. 
This will have the eficct of reducing the Sales to 
the proper figure, and in the Balance Sheet the credit 
balance on the Suspense Account should he deducted 
from the total Debtors, thus reducing the same, to 
their actual figure. The stock in the hands of cus- 
tomers should then be calculated, at cost or under, 
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and brought to the credit of Trading Account, appearing 
on the Balance Sheet as an asset. 

(d) Goods on Consignment. 

(J) Consignor’s Books. 

Following the principle that no profit should be 
taken until the sale is actually effected, where goods 
are sent on consignment, the Auditor should ascertain 
that profit has only been taken credit for in respect 
of goods actually sold prior to the date of the Balance 
Sheet. In practice, Consignment Accounts sometimes 
present features of difficulty, and should be subjected 
to careful scrutiny on the part of the Auditor. Where' 
it is desired to show the profit or loss on eaeli Consign- 
ment, a separate Consignment Day Book should be 
utilised, the goods sent out being passed through this 
book at cost, and debited to a Consignment Account. 
Any freight, insurance, or other expenses incurred by 
the Consignor should also be debited to the Consign- 
ment Account ; and on receipt of the Account Sales 
from the Consignee an entry should be made, crediting 
the Consignment Account with the gross prpceeds, and 
debiting the Consignee’s Personal Account. The latter 
account will be credited with the Consignee’s Com- 
mission and Charges, the Consignment Account being 
debited. The balance of the Consignment Account 
will then represent either profit -or loss, unless some 
portion of the goods remain unsold, in which event 
they should be valued at cost, or under, as the case 
may be, and brought down as a debit balance on the 
Consignment Account, which will appear as an asset 
on jibe Balance Sheet. 

Where such treatment is in force, the Consignment 
Account will represent a Trading Acoount in respect 
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of the Goods sent on Consignment, and consequently 
the sales in connection therewith will not go to the 
credit of Sales Account. The Auditor should ascertain 
that the goods have been actually charged up at cost, \ 
and inspect the Account Salt's rendered by the Con- 
signee, and any Account Current lie may have furnished, 
which will respectively afford an indication of the 
Sales made, the Stock on Hand, if any, and the balance 
of the Consignee’s Personal Acepunt. 

Although the system above described is the best 

where it is desired to ascertain the result of each 
% 

Consignment, it is not always adopted in practice. 
•Goods are not, as a rule, invoiced at cost price, but at ’ 
an estimated selling price, sometimes for the purpose 
of insurance, and sometimes in order that the Con- 
signee shall not be aware of the cost price of the goods. 
In such cases it is common to tind the goods consigned 
treated as ordinary sales, and passed through the Sales 
Day Book, being debited to the Personal Account of 
the Consignee, who appears as a debtor in the Sales 
Ledger. If. the goods remain unsold, or if the Con- 
signment is not closed at the date of the Balance 
Sheet, •arncT the necessary adjustments are not ’made, 
this treatment will be incorrect, as the Sales Account 
will have been credited, at the selling price, with goods 
consigned that have not yet been sold, and the Con- 
signee will appear as a debtor, whereas he is only liable 
fo account for the proceeds of the goods or the goods 
themselves. In such a case, the Auditor should see 
that the accounts are properly adjusted, and that 
consigned stock, remaining unsold, is brought in at a 
proper valuation, according to the circumstances. 

Where it is not desired to keep a separate account 
in * respect of each consignment, the goods, when 
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invoiced, should not be passed through Ihe books, but 
should be recorded in a Memoranda Consignment 
Book. No amoimt should be debited against the 
( Consignee’s Personal Account until the Account Sales 
is received from him, when a Journal entry should be 
made, crediting Sales 4 ccoun t and debiting the Con- 
signee’s Personal Account with the amount of the Sales. 
A further entry should be made, crediting the Con- 
signee with commission and expenses, and debiting 
the proper Nominal Accounts, when the balance of 
the Consignee’s account will properly represent a debt 
due from or to him. It will be observed that, under 
this system, * credit is only taken for goods actually 
sold, and consequently, stock remaining on consign- 
ment unsold must be agreed with the returns furnished 
by the Consignee, and brought into account at or under 
cost. Similar remarks apply to Agents’ Accounts. 

^(2) Consignee'# Books. 

In auditing the accounts of a business where goods 
are received on consignment, and sold ‘on behalf of 
a principal, the Auditor should ascertain that sucj 
sales are kept entir ely distinct from the o it^narv -galea 
effected by theJbufcincsa. A separate Day Book should 
be kept to record such sales, th e total thereof being 
posted to the credit of the Person al Account of thp 
Consignor , and not to tjie Sales Account. In the same 
way, care must be taken to see that no consigned stool? 
is included as part of the stock belonging to the 
business. For these reasons, it is desirable that no 
entries should be made in the Consignee’s books 
(except the stock record in a Consigned Stock Book) 
pntil actual sales are effected, when the various debtors 
concerned lySll be debited, and the Consignor’s Personal 
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Account credited. Commission and charges will be 
debited to the Consignor, and credited to the respective 
nominal accounts. The Auditor should ascertain by 
the inspection of contracts, correspondence, &c., the 
terms of the arrangement, and in cases of importance, 
a signed copy of the Consignor’s Account should be 
obtained for purpose of verifying the balance. It is 
usually necessary to reconcile the balance of such 
account with the balance as shown by the Consignee’s 
Ledger, owing to items not yet dealt with by the other 
party. 

* 

(e) Sales and Purchases for Future Delivery. 

In certain businesses contracts are entered into for 
Forward Sales, delivery being made, either at stipu- 
lated times, or, as and when called for within a certain 
period. Although a valid contract may exist, it is not 
desirable that any profit should be taken in advance 
in connection with transactions of this nature, and tho . 
Auditor should ascertain that onty those goods which 
have been actually delivered at tlie. date of the Balance 
Sheet kaye been treated as sales. This particularly 
applies where the goods are not yet ready for delivery, 
and the necessary expenditure has not yet been incurred. 
Even where the goods at the date of the Balance Sheet 
are ready for delivery under contracts of this nature, 
they should be treated as stock at the date of the 
Balance Sheet, and valued at cost price. Cases will 
sometimes be found where the purcliaser pays cash 
down for a quantity of goods, but does not take 
delivery of the whole, leaving a portion with the seller 
until the go.ods may be required. In such an event, 
it miy be argued that the whole sale has taken place, 
and' that profit can properly be taken in respect thereof, 
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the goods undelivered at the date of the Balance Sheet 
not being brought into stock, but being recorded as 
belonging to the purchaser, and held for his account. 
The Auditor must take all the circumstances into 
consideration in deciding whether this treatment caj^ 
be permitted. Th e most prudent course is to treat as 
sales that prop ortioi Lof the goo ds which havo actually 
been delivered , leavi ng the purchaser, .a. -creditor for 
the remaind er. protiUon^ w hich . wall then ho. taken Ja. 
the period in which they are -delivered. 

Similar considerations apply in the case of Forward 
Purchases. A Contract lias been made either for 
purchase or sale as the case may he and the liability to 
give or take deli\ery evists. In some businesses where 
staple commodities are dealt with for delivery at long 
dates forward, the valuation of these transactions at 
the date of any Stock taking might alter the face of the 
Balance Sheet altogether. A note should therefore 
.appear upon the Balance Sheet that there are Contracts 
current for the purchase (and/or sale) of goods for 
future delivery. 1 1 there is any loss as a*g{iinst current 
m arket prices for su ch future dealings, prm isioush onld 
be made therefor . ~ 

§4. -Sales Returns. 

The method of recording goods returned by cus- 
tomers should be inquired into by the Auditor. A 
Returns Inwards Book should be kept bv the Gate 
Office foreman , recording the necessary particulars, 
which should furnish the basis of the entry made in the 
S ales Returns Bay Book . The latter book should be cast 
by the Auditor, and the totals checked to. the Iraper- 
so^l Ledger. A certain number of the entries should 
be tested with the Returns Inwards Book, and In the 
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case of large items, it may be desirable to refer to the 
correspondence, &c. It should be seen that all Credit 
Notes are approved and initialled by a responsible 
offi cial before being iss ued. 

/> 

§5. — Packages and Empties. 

The method of dealing with Trackages and Empties 
varies very much in different businesses. Where 
empties are not returnable, the charge is included, as a 
rule, in the price of the goods, and is not shown sepa- 
rately. Tf so, the credit will be included in the Sales 
Account. If a separate charge is made, either a 
separate column should be provided in the Sales Day 
Book, or the Sales should be analysed, the proportion 
relating to empties being posted to the credit of the 
Empties Account, as against which the cost of the 
empties will have* been debited. 

Where the empties are returnable, they should be 
charged up to the customer, wherever possible ; but, 
some customers object to this, and a memoranda 
system has *to be adopted. • 

As the empties are returned, full partic ulars wjU 
be rec orde d, bv -the G ate O ffice f oi email in an Empties 
Credit Boo k, which will form the basis of the credit 
given to the customer, and will be entered either in an 
Empties Returns Book, or in a separate column pro- 
vided in the Sales Returns Book. The detail will be 
posted to the credit of the customer, and the total to 
the debit of the Empties Account, 

The Auditor will check the casts of this book, and 
test a certain number of the entries. It is usual to 
charge empties at a higher rate than cost price, credit 
being given, when the same are returned, eithe r afej iis. 
price or lower. As, however, the outstanding debtors 



, [Chap. HI 

92 • PRACTICAL AUDITING. 

a * 

at the date of the Balance Sheet include charges for 
empties at the higher rate, the Auditor should see that 
a proper reserve is carried forward, representing the 
difference between the value of the empties out- 
standing at the rate charged, and the stock value of 
such empties. 

Where packages are not charged up, but are 
chargeable unloss returned, package columns should be 
provided in the Sales Ledgers, and the numbers of the 
packages sent to each customer recorded on the debit 
side of the account. As the empties are returned, cor- 
responding numbers should be entered orTtlie' credit 
side in the memoranda columns ; thus the balances 
on these columns should represent the empties in the 
hands of the customers at any given date. As the 
packages are not charged up, there will be no necessity 
for the Auditor to see that any reserve is made in 
respect thereof, but the packages in the hands of 
customers should be extracted at the date of the 
Balance Sheet, and valued for stock purposes at a 
proper valuation. 

It is desirable that the Auditor should test the 
transactions relating to empties from time to time, in 
order to see that the system is properly earned out. 


§6. — Allowances. 

‘ One of the commonest methods of .concealing cash 
defalcations, is by putting through fictitious entries’ 
under the heading of “Allowances,” and it is there- 
fore of the utmost importance- that the Auditor should 
ex amine the Allowa nces recorded, in order to ascertain 

it Tr' 1 ,*» .. * 
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A separate Allowances or Credit Book should be 
utilised, which, will be written up from the counterfoils 
or duplicates of the Credit Notes sent to the customers. 
Such Credit Notes or counterfoils should be initialled by 
the responsible manager of the department concerned, 
and the Auditor should test entries' of any consequence 
where necessary, referring to "the correspondence, or 
to any other evidence available. The Allowances 
Book should be cast, and the totals checked to the 
Impersonal Ledger, 


§ 7.— The JournaL 

The use of the Journal is principally confined to 
recording openin g, closing , and adjusting entries, and 
all entries of a special nature, for w hich no separate 
subsidiary bo ok is in use .. 

The Auditor should check the postings to the 
respective ledger accounts, and ascertain that each 
entry is in order. Where necessary, narrative should 
accompany the entries, explaining the nature thereof, 
and referring* to whatever evidence may be available 
for the purpose of substantiating the same. Such 
evidence will take the form of correspondence, con- 
tracts, minutes, resolutions, &c., and should be 
examined by the Auditor. 

This operation is known as vouching the Journal, 
and in its way is as important as vouching the Cash, 
since Journal entries may be made which have material 
bearing on the complexion of the Accounts. 

The following are some illustrations of Journal 


tp^ji^of importance which are continually met with : — 
” T ritinfi*« qff I ftmreciation , providing Re fleCttfifl for B ad 


- Debts. & <§*. nlo vidingJor Interest on Capital, bringing 
i nto aeopuia t Outstanding Assets and LiabtHtlesT ^ nd, 
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in the case of Companies , e ntries relating to the issue 
of Share Capital, a nd the calls made in respect thereof f 
Appropriations of Profit . &c. 

It is hardly necessary to mention that Day Books, 
both bought and sold, and .Return Books, Bill Books, 
&c., are all forms of Journals specially ruled to record 
the particular class of transaction to which they are 
confined ; another instance being a Transfer Journal to 
record transfers between one Personal Ledger and 
another, or one account find another. 

The Auditor should check the casts of Journal 
entries composed of more than -tHtewitemu. — In some 
cases, both columns of the Journal are cast throughout 
the book, for the purpose of Sectional Balancing, in 
order that the analysis of the entries relating to each 
Ledger can be proved. Where this is done, it may be 
advisable for the Auditor to check the casts. 

In those countries on the Continent where the Code 
Napoleon is in force, the use of the Journal is compulsory, 
and all entries, of whatsoever nature, have to pass 
through this book in, one form or another. In this 
way, proper accounts can be prepared at any time 
from the material embodied in the Journal* The 
principle of passing everything through the Journal 
is adopted to some extent in this country, ' but is 
usually confined to journalising all the totals of the 
subsidiary books. 

If the Trial Balance is taken out in four columns, 
the first two columns being utilised to record totals of 
each side of the Account, the remaining columns being 
utilised to record balances, the operation of the Journal 
ip the manner above described will WforcT material 
assistance in localising errors to the* debit or credit 
• sidi, 1 |sinpi>":the totals of the debit and credit- columns 
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in, the Journal for the period should equal the totals 
of the debit and credit total columns in the Trial 
Balance, if the Cash Book is also journalised. 

^/§8. -The Bought Ledger. 

In cases where the Auditor ‘considers it necessary 
to check the whole of the detail of the Bought Ledger, 
the Purchases will be checked from the Purchase 
Journal, the Returns from the Returns Book, and the 
Cash and Discount from the Cash Book. Entries of 
a special nature should have been passed thiough the 
Journal, and will be checked from that book. The 
Ledger Accounts should be examined, to ascertain 
that every item has been cheeked by the Auditor, 
including the balances brought forward at the com- 
mencement of the period. Tin ledger will then be 
cast, and the balances checked into the Balance Book, 
and cast. 

Where it is not considered necessa i\ to Aerify the 
whole of the detail work abm e referred to, the Auditor 
will utilise his judgment as to how far he considers it 

necessary for his examination to extend. Where the 

•« 

balauces on the Bought Ledger can be separately 
proved, ‘as referred to in § 10, the Auditor should 
cl\eck the Total Account representing the Bought 
Ledger, and see that the balance thereon agrees with 
the total of the individual balances. 

In examining the balances on the Bought Ledger, 
the Auditor should see that tire composition of each 
balance represents some definite item or items. If 
this is not apparent, and the account is of a compli- 
cated, nature, it is desirable to examine the last state- 
ment rendered by the creditor, and compare it with 
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the ledger account , in order to see whether there are 
any items in dispute, in respect of which deductions or 
reserves ought to be made. 

It has already been pointed out in § 1, that a 
common method of inflating the profits is to inoludo 
Purchases in Stock, but to omit them from the Bought’ 
Journal, with the result that they arc not debited to 
the Trading Account for the period to which they 
relate, and the party from whom they are bought 
docs not appear as a creditor on the Balance Sheet. 
One method of ascertaining whether this has been done, 
has been suggested in connection with the audit of 
the Bought Journal, hut a further check consists in 
examining the (Veditors’ Statements with the Bought 
Ledger. Where the Auditor considers it advisable to 
verify the balance of an account in this manner, he 
should call for the last statement, and, if this is not 
produced, he should insist on a duplicate being obtained. 

Where goods, subject to Trade Discount, have been 
passed through the Purchase Journal without the 
deduction of the Discount, the Auditor ^should see that 
the, necessary adjustment is made in the le'dger account, 
so that the final credit balance is the amount .actually 
payable. 

Debit balances va ill occasionally be found on the 
Bought Ledger, representing Returns made after the 
goods have been paid for. If the item has been out- 
standing any length of time, and no further dealings 
have taken place, the Auditor should ascertain that 
the amount is recoverable, and does not represent items 
in dispute, or if it does, that provision is made accord- 
ingly. Where the debit balance is occasioned by the 
payment of cash, the presumption is that the corre- 
sponding credit representing the invoice for the goods 
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has not been passed through the books. Inquiry should 
be made to ascertain if this is the case, and if so, 
the outstanding liability should be provided for and the 
goods taken into stock. Where goods not delivered at 
the date of the Balance Sheet have been paid for in 
advance, a credit entry should be passed through the 
Bought Ledger Account, if the' property in the goods 
resides in the purchaser, the goods being taken into 
stock as in transit, or as in the hands of the seller. 
Where the property m the goods has not passed, the 
item may remain as a debit balance. 

When mutual dealings take place between two 
parties, it is usual to find an account in the Bought 
Ledger for Purchases effected, and one in the Sales 
Ledger for Sales effected. Lf each account is separately 
settled by cash, no difficulty will arise, but u here the 
Bought Ledger account is settled by contra, the 
Auditor should check the entry, and examine the 
voucher acknowledging the contra payment. 


§9. — Sales Ledgers. 

(a) Internal Check. 

It is important for the Auditor to ascertain whether 
there is any efficient system of Internal Check in opera- 
tion as regards the Sales Ledgers, as defalcations of 
cash are frequently concealed by means of fictitious 
entries. Particular reference should be made to the 
following points : — 

(1) Whether the Cashier has any control over the 
Sales Ledgers, or any books of prime entry re- 
lating • thereto, other than the Cash Book. If 
tliis is so, the opportunities for the concealment 



[Chap. III. 

98 PRACTICAL AUDITING. 

* 

of fraud on the part of the Cashier are consider- 
able, and the Auditor should exercise additional 
caution accordingly. 

(2) Whether the Sales Ledger balances are capable 
of separate proof, by means of Total Accounts 
as described in § 10. If so, such accounts should 
not be under the' control of the ledger clerks. 

(3) Whether the ledger clerks take any part in check- 
ing their own work. Where there is a sufficient 
number of clerks, no man should be permitted 
to do this, but in small businesses such an 
arrangement may be unavoidable. 

(4) The arrangements that are in force w ith regard 
to the collection of overdue accounts. 

(5) Regulations relating to the passing of Credit 
Notes for Returns, Allowances, Empties, &c. 
These have been dealt with above. 

(b) The Verification of Postings. 

The extent to which the Auditor may find it neces- 
sary to verify the postings in the Sale*! Ledgers will 
depend on the circumstances of each case. Where 
there is not a good system of Internal Check in opera- 
tion, and the transactions are not too numerous, it 
may be desirable to check the whole of the postings 
from the books of prime entry to the Ledgers. Where 
this is not practicable, attention should be directed 
to the credit postings, since any’ attempt to conceal 
defalcations will more usually take the form of 
fictitious cTedit entries. The Cash and Discount 
postings should be checked from the debit of the Cash 
Book, and this is a convenient occasion for testing 
Discounts allowed, any amounts of importance deducted 
by way of discount after the term of credit has expired 
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being enquired into. The entries from the Bill Books, 
Returns and Allowances Books, &c., should also be 
checked, and the Auditor should go through each 
account to see that every item is ticked. 

Where the Sales Ledgers are numerous, and there 
is a good system of Internal Check in operation, it will 
be sufficient for the Auditor to test the postings. This 
can be done either by taking an individual ledger and 
clearing that, or by taking individual accounts in 
different ledgers. It is preferable to clear any accounts 
that are selected, rather than to rely upon testing 
individual entries. Note should be taken of the 
ledgers selected for test, so that in llie course of a 
period of years, the whole of the ledgers may come 
under notice in this manner. 


(c) The Verification of Balances. 

However good the system of Internal ('heck may 
be, and although Total Accounts may be in operation,* 
which the Auditor may have verified, it is necessary’ 
that the individual balances on the Sales Ledgers 
should, also be checked by him on to the Schedides, 
and the Schedules cast. It cannot be said that the 
Book Debts are properly verified unless the actual 
accounts representing the individual debts are exa- 
mined by the Auditor. 

Prom the Auditor’s point of view’ it is most con- 
venient if the balances on the Sales Ledgers are brought 
down at the date of the Balance Sheet, since these can 
then be cheeked by him on to the Schedules, and there 
is a clear record in the ledger of the balance of the 
account at* the particular date in question. This is 
hot always done, however, since it is sometimes found 

g2 
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more convenient to balance off each account at the 
time of settlement, rather than at any given date, 
and the additional labour of bringing down the balances 
at an arbitrary date is objected to by the lodger-keeper. 
Where this is so, the Auditor, although he may prefer 
that the balances should be brought down, is not 

f 

usually in a position to insist upon this being done, 
but he is entitled to request that the balance of each 
account at the date of the Balance Sheet should be 
inserted in ink at the side of the account, according to 
whether it is a debit or a credit balance. Even this 
modest request may be refused occasionally, and the 
Auditor will then be obliged to enter the balance 
himself in ink at the side of the account, since it is 
highly undesirable tor any balances to be checked on 
to the Schedules without some permanent record of 
the balance at that date appearing in the ledger 
account itself. 

In extracting the balances it should be ascertained 
how the composition of each balance is made up, and 
whether it represents .specific items of goods, or is an 
accumulated balance ; and in the latter case, further 
examination should be made, as to the reason why the 
account is open ; it ma\ be due to errors or disputes 
in respect of which adjustments or reserves should be 
made. 

(.’are should be taken to see that no Trade Discount 
is included in the balances. If it has been included, 
the Auditor should see that the necessary adjustments 
are made to reduce the account to the amount which 
is properly payable. Balances, including goods out on 
sale or return, goods on consignment, &e., require 
careful attention, and have already been ‘dealt with 
in §3. 
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^d) Bad and Doubtful Debts. 

It is not sufficient for the Auditor merely to satisfy 
himself of the correctness of the balances on the Sales 
Ledgers. It is also his dnt\ to ascertain, from the 
evidence at liis disposal, whether any of the balances 
represent debts which are not recoverable, and whether 
any are of a doubtful nature, against which reserves 
• should be made. 

In examining the balances for this purpose, the 
following points should be taken into consideration : - 
/(l) The term of credit allowed by the business. 

J (2) The age of the debt. 

/(3) Whether the account is regularly settled within 
the term of credit, and advantage taken of Cash 
Discount. 

/ (4) Whether payments are being made on account, 
and if so, whether the balance has tended to 
increase. 

/(5) Whether an old balance is being carried forward 
to be paid off by instalments, new goods being 
supplied for cash. • 

/ (6) If payment has been made by Dili, whether any 
Bills' have been dishonoured or retired. 

/ (7) Whether any cheques have been dishonoured. 
/(8) Whether any notes have been made on the Ledger 
account relating to Suspension of Payments, 
Deeds of Arrangement, Bankruptcies, Liquida- 
tions, Receivers!) ips, or of the placing of accounts 
in the hands of Solicitors or Debt Collectors. 

Where the Ledger balances are at all numerous, the 
Auditor, before commencing his examination thereof, 
should ask that a Schedule of Bad and Doubtful Debts 
be prepared and presented to him, which should be 
certified by the manager, secretary, or other responsible 
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official, as representing, in his opinion, a complete list 
of all debts against which reserve should be made. 
Having obtained such a Schedule, the Auditor, as lie 
checks the balances, will be in a posilion to see whether 
all those debts which appear to him to be bad or 
doubtful are included therein, and it will only be 
necessary for him to make further inquiries in respect 
of those debts which appear to him to be bad or doubt- 
ful, but which are not included in the Schedule as such. 
These should be marked on the Schedule of Ledger 
Balances, and gone through by the Auditor with some 
responsible official. If no certified list of Bad and 
Doubtful Debts is presented to the Auditor, he should 
mark on the Schedule of Ledger Balances all those he 
considers should be reserved against. 

It is impossible to lay down any hard-and-fast rule 
as to the value of book debts. The term of credit 
allowed in different businesses differs considerably, 
and may vary even in the same business for different 
classes of goods ; moreover, in certain cases, the terms 
of credit are not strictly adhered to, or *Speoial terms 
may be granted to individual customers. The Auditor, 
therefore, will require to exercise considerable* judg- 
ment hr arriving at an opinion, and each case must be 
taken on its merits. Where the average term of 
credit is three months, but certain accounts are settled 
half-yearly or yearly, so long as the settlement is 
regularly effected, there is no reason wdiy the debt 
should be considered doubtful. Statute-barred debts, 
although they may in fact be good, should be reserved 
for in full, as there is no legal right to recover. 

If payments have been made on account, and the 
balance against the debtor continues to increase, the 
Auditor should inquire into the circumstances of the 
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debt, and for this purpose it may be useful for him to 
consult any reports from Credit Agencies and others, 
as to the amount of credit that can be safely allowed, 
and where the amount of the debt is within such limit, 
and the report is of comparatively recent date, the 
account may be passed. The payment of an old 
balance by instalments, while new goods are paid for 
by cash, is nearly always a sign of weakness, and the 
old balance should, in such cases, be regarded as 
doubtful, and reserved against accordingly. If the 
debtor has an arrangement of this sort with one house, 
he probably has a similar arrangement with several of 
his other creditors, and default of payment of the agreed 
instalment in any one instance may result in pressure 
being put upon him, and cause subsequent insolvency. 

The fact that Bills have been dishonoured or 
retired is evidence of weakness. If a reserve is con- 
sidered necessary, and any Bills are outstanding on the 
account, they 'will, unless discounted, form part of the 
balance of the Bills Receivable Account, and a reserve’ 
should be made against them, accordingly. Where 
such Bills have been discounted, reserve should be 
made in respect of the contingent liability. 

Returned cheques arc not necessarily a sign that 
the account is doubtful, as the return may be due to 
errors in drafting or endorsement. Where, however, 
the cheque has been actually dishonoured, and especially 
where it was in the first instance post-dated, the account 
should be considered doubtful. • 

Notes of Insolvencies, &c., are usually made at the 
head of the account concerned for the convenience of 
the ledger-keeper, and the information to be derived 
from them ‘is of material advantage to the Auditor. 
In cases where the debt is of any consequence, the 
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papers relating to the matter should be examined, and 
the Auditor will probably be able to form an opinion 
as to the proper ainonnl of reserve which should be 
made, from the reports of the Trustees, Liquidators, 
&e. Where final dividends have been declared, the 
balance of the account should be written off. 

The fact that accounts have been placed in the 
hands of Solicitors or Agents for collection, does not 
necessarily imply that the account is bad or doubtful. 
There are a certain number of people who make a point 
of never paying until they arc sued, and in these cases 
the account may be perfectly good. The Auditor 
should ascertain the date when the account was put 
into other hands, as, if any considerable period has 
elapsed since that time without payment being received, 
the accoimt may be regarded as doubtful. 

It is not desirable that debts should be written off 
until there is no further hope of recovering anything 
in respect thereof, since otherwise, the account may 
’get overlooked, and a in opportunity that may subse- 
quently present itself oi recovering tire whole, or a 
portion, of the debt, lost accordingly. 

Further, in the event of such debts being eventually 
paid, or dividends received in respect ol them, oppor- 
tunity is offered to the Cashier to appropriate the sum’ 
so received, owing to t he fact that no debit appears in 
the ledger in respect thereof. Tn order to avoid this 
possibility, and at the same time to prevent a con- 
siderable number of bad debts remaining on the 
current ledgers, a Bad and Doubtful Debt Ledger is 
sometimes utilised, to,which an account is transferred 
as soon as it becomes doubtful. In this way, a cheek 
can be kept on the Bad Debts, and the ultimate loss 
in respect of each account ascertained. 
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Bad Debts should not be written off without the 
sanction of some responsible official, in order to prevent 
the possibility of misappropriations being concealed 
by the creation of fictitious Bad Debts. Jiad Debts 
written off diuing the period should be passed through 
the Journal, the entries being initialled by the official 
in question, and checked b> life Auditor. 

As regards the amount of 10 , serve to be created in 
respect of bad and doubtful debts not written off, 
reserve should be made to ‘the full extent of those 
debts actually regarded as bad, while the doubtful 
debts should bo reserved according to tlieir estimated 
value, which is usually placed at 5s. or (5s. Sd. in the £, 
special reserve being made in respect of debts of a 
large amount based on the circumstances of each ease. 

Where the debts are \ery numerous and of an 
average amount, the reserve foi doubtful debts maybe 
made by way of a percentage on the outstanding 
debtors, the rate of which will be arrived at from 
previous experience ; but this should be supplemented 
by speeitic reserves, if necessary.. 

Bad debt dividends which have been received in 
respect, of bad debts previously written off, should be 
carried direct to the credit of the Bad Debt or Bad 
Debt Dividend Account, and not placed to the credit 
of the debtor’s account in the Sales ledger, since there 
is no corresponding debit. It is often found that small 
credit balances unclaimed are written off, after a certain 
period, to the credit of the Bad Debt Account, though, 
strictly speaking, repayment should be made. Un- 
claimed credit balances of any consequence should be 
carried forward in suspense. 

Where the Auditor, after careful investigation, is 
of opinion that’ the reserve for bad debts is insufficient, 
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he .should endeavour to induce his clients to make the 
additional reserve which he considers necessary. If, 
however, he is unsuccessful, his only course is to refer 
to the matter in his Beport or Certificate, stating to 
what extent he considers the reserve is inadequate. 
The question is one of material importance, since it 
directly affects the correctness of the Profit and Loss 
Account and the Balance Sheet. 


§ 10. - Total Accounts and Sectional Balancing. 

In a business of any magnitude, the difficulty 
experienced in balancing the books is very considerable, 
unless some method is adopted by means of which the 
balances of the Sales and Bought Lodgers can be 
respectively proved. This can be done by the con- 
struction of Total Debtors’ and Creditors’ Accounts, 
the Total Debtors’ Account containing the totals of 
all items posted in detail to the debit and credit of the 

■ 

►Sales Ledgers, and the Total Creditors’ Account the 
totals of all items posted to the debit or credit of the 
Bought Ledgers. The balance on the Total Debtors’ 
Account should, at the end of any given period, equal 
the total of the individual debit balances on the Sales 
Ledgers, less any credit balances; and correspondingly, 
the balance of the Total Creditors’ Account should 
equal the net balances on the Bought ledgers. 

The advantages to be derived from utilising a 
system of this nature are as follows : — 

(1) A Trial Balance of the Impersonal Ledger can 
be prepared, including the balances of the Total 
Accounts, thus enabling draft or interim accounts 
to be drawn out, without taking out the individual 
personal balances. 
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(2) Errors can be located. 

(3) If these accounts are not under the control of 
the ledger clerks, they can be made to form an 
important part of the internal check, for which 
purpose it is not desirable that they should be 
recorded at the end of the Sales or Bought 
Ledgers, as is sometimes suggested, but in the 
Impersonal Ledger, or in a separate book kept 
for the purpose. 

For the effective operation of this system it is essen- 
tial that every transaction recorded in the ledgers 
should first be passed through a book of prime entry, 
since it is from the totals of the books of prime entry, 
as relating to the Sales and Bought Ledgers respec- 
tively, that the Total Accounts must be compiled. No 
transfers, therefore, should be made in these ledgers 
without passing either through the Journal, or through 
a separate Transfer Journal. 


(a) Total Debtors’ Account. 

On the debit side of the Total Debtors’ Account 
will be found : — 

(1) The opening debit balances brought down from 
the previous period, which should agree with the 
total of the last. Schedule of Debtors. 

(2) Sales from the totals of the Sales Day Books. 

(3) Cash payments, returned cheques, &c., from the 
analysis of the payments side of the Cash Book. 

(4) Dishonoured Bills, Transfers, Interest, Discount, 
&c., whifch will be obtained from the analysis of 
.the Journal or Transfer Journal. 
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On the credit side of the Total Debtors’ Account 
will be found: — 

(1) Opening credit balances (if any), representing the 
total of the balances which were in credit at the 
close of the preceding period. 

(2) Cash received in respect of Debtors. In order to 
obtain the total of the cash received, a separate 
column should be provided in the Cash Book, in 
which should be extended all items relating to 
the Sales Ledgers.' 

(3) Discount Payable from the totals of the Discount 
column on the debit side of the Cash Book. 

, (4) Returns Inwards and Allowances from the totals 
of the respective Day Books. 

(5) Bills Receivable from the Bills Receivable Book. 

(6) Bad Debts, Transfers, and other special items (if any) 
from an analysis of the Journal or Transfer Journal. 

The balance of the Total Account, so compiled, 
should 'equal the net total of the individual balances 
on the Sales Ledgers. If there is any difference, either 
the Total Debtors’ Account is incorrect, or there is 
some error iii the Sales Ledgers. The correctness of 
the Total Account is primd facie proved if *the Im- 
personal Trial Balance, which should include the 
balance of the Total Debtors’ and Creditors’ Accounts, 
agrees. At the same time, if there is any error in the 
cast of those books of prime entry, the totals of which 
are posted to the Impersonal Ledger, such error will be 
counterbalancing, and will not affect the Trial Balance 
of the Impersonal Ledger, though it will cause the 
Total Debtors’ Account *to disagree with the balances 
on the Sates Ledgers, For instance, the Sales Day 
Book may be overcast £100, but as the total is posted 
tb.'tife" of Sales .and to the debit of the , Total 
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Debtors’ Account, the error will not be discovered by 
the Impersonal Trial Balance. It is therefore essential 
that all the easts of the books of prime entry should be 
checked before it is assumed that the error resides in 
the Sales ledgers. 

(b) Total Creditors' Account. ’ 

On the credit side of the Total Creditors’ Account 
will be found 

# 

(1) The opening credit balances brought down from 
the previous peiiod, which should agree with 
the total ot the last Schedule of Creditors. 

(2) The Purchases from the totals of the Purchase 
Journal . 

(3) Transfers and other special items from the 
analysis of the Journal or Transfer Journal. 

On the debit side will be found 

(1) Opening debit balances (if any) brought down 
from the previous period. 

(2) Cash paid to Creditois, the totals being derived 
from a special column provided on the credit side 
of the Cash Book, into which all payments 
relating to the Bought Ledger should be extended. 

(3) Discount Receivable, from the totals of the 
Discount column on the credit side of the Cash 
Book. 

(4) R ills Payable, from the total of the Bills Payable 
Book. 

(5) Returns Outwaids and Allowances, &c., from 
the totals of those books. 

(6) Transfers and other special items from the 
analysis of the Journal or Transfer Journal. 

The closing balance should equal the net balances 
on the Bought Ledger. 
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(c) Sectional Balancing, 

In small businesses, where there are only a few 
Ledgers, the system of compiling Total Accounts for 
Debtors and Creditors respectively is sufficient for all 
practical purposes, but, as soon as the number of 
Ledgers increases, some further extension of the 
principle becomes necessary, if balancing is to be 
effected accurately and promptly. Where, for instanco, 
there are five Sales Ledgers, only one Total Debtors’ 
Accoiuit being compiled, representing the whole of 
these Ledgers, and it is found that a difference exists, 
there will be no means of locating the difference as 
between one Lodger and another. In order to over- 
come this difficulty, separate Total Accounts should 
be compiled for each particular Ledger. 

Where the number of Ledgers employed is not 
very great, it is sometimes found possible to provide 
separate columns for each Ledger in the Cash Book, and 
other books of prime entry ; but this method becomes 
too cumbersome where the Ledgers exceed three or 
four in number, owing to the space occupied by the 
rulings. It therefore becomes necessary to adopt 
some system of analysis. At the end of every month, 
each book of prime entry should be analysed for the 
entries it contains relating to each Ledger, and a 
Summary prepared thereof, the total of which should 
agree with the total of the book of prime entry. When 
the figures of the analysis are agreed, the totals relating 
to each Ledger should be entered in a Summary Book, 
which should have separate columns or pages for each 
Ledger. When all the requisite totals have been 
inserted, and the balances relating to each Ledger 
carried forward from the preceding period, the final 
balancfe relating to eaoh Ledger should agree with the 
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net balances on that Ledger, and in this manner 
Total Accounts for each Ledger will be constructed.' 

Where systems of the nature above described arc 
in force, the Auditor’s work in connection with the 
Personal Ledgers will be materially facilitated. The 
Total Accounts will be checked or tested, and it should 
be seen that the balances thereof agree with the net 
balances on the Personal Ledgers. If it is arranged 
that the clerks who take out the ledger balanees 
should not be concerned with the posting of those 
particular Ledgers ; that no Ledger balances should be 
extracted by the clerk who prepares the analysis for 
entry in the Summary Book; and that that book is 
under the control of some responsible official, no ledgei 
clerk being allowed access to it, the internal check 
will be a very effective one, and it will be unnecessary 
for the Auditor to spend much time in checking the 
detail of the Persona] Ledgers. 


§11. — Loose Leaf and Card Ledgers. 

The utilisation ot Loose Leaf Ledgers is now very 
usual, and in many cases these undoubtedly possess 
considerable advantages over ordinary Ledgers. 

The advantages to be derived from utilising Loose 
Leaf Ledgers are, that it is unnecessary to ojien new 
Ledgers altogether at any one date, owing to the fact 
that the Ledgers are continuous, additional pages 
being inserted as required ; and that closed and dead 
accounts can be withdrawn from the Ledger and filed 
separately, thus avoiding a large number of such 
accounts being retained in the current Ledgers. 
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On the other hand, the system is subject to certain 
disadvantages. There is a possibility of sheets being 
accidentally lost or destroyed, though this should not 
occur where proper supervision is effected. A more 
serious danger exists in the possibility of fraudulent 
substitution of one sheet for another, in order to 
conceal defalcations, and the Auditor should make 
inquiries into the system in force for the custody 
of these sheets. The keys of the Ledger should be 
kept under the sole control of some responsible official, 
and similar control should be exercised over the stock 
of loose sheets. No sheet should be taken out of 
any Ledger imtil the .natter contained therein has 
been passed by the Auditor. All sheets so withdrawn 
should be filed in order. 

Jt has been suggested that Loose Leaf Ledgers 
might not be deemed sufficient evidence in a Court of 
Law, owing to the possibility of substitution, but as 
the entries in any account can usually be substantiated 
by other evidence, this point need not be seriously 
considered. . 

t 

Card systems differ from Loose Leaf systems, 
inasmuch as each Ledger Account is contained on a 
card, the cards themselves being tiled in cabinets. The 

If 

disadvantage of this system is, that whenever an entry 
has to be made, the card has to be taken out of the 
cabinet for the purpose of writing on it, and as this 
operation has to be effected continuously, the same 
measure of control cannot be exercised to avoid the 
possibility of substitution or loss. As a result, the 
system is more adapted to memoranda purposes than 
to actual account-keeping, though where there are a 
very large number of accounts, the entries in which 
arc comparatively infrequent, it ffiay be found con- 
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venient. In other respects the same remarks apply to 
the Card system as to the Loose Leaf system referred 
to above. 

Another advantage which Card Ledgers undoubtedly 
possess over ordinary Ledgers, is that at balancing 
periods the work of checking and agreeing the accounts 
can be divided over as large a number of clerks as the 
prime entry records permit. This may save consider- 
able time, and prevent the current work getting into 
arrear. Such a procedure shoal’d not be allowed with 
Loose Leaf Ledgers since this would involve unlocking 
the binders and leaving the leaves free; but separate 
binders in which the leaves can be locked during use can 
be provided to enable the work to be divided if it is 
desirable. 
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SYNOPSIS OF CHAPTER IV. 

The Audit of the Impersonal Ledger. 

§ 1. — The Impersonal Ledger. 

2. — Outstanding Liabilities and Assets. 

(a) Outstanding Liabilities. 

(1) Purchases. 

(2) Wages. 

(3) Rent, Rates, &c. 

(4) Freight. 

(5) Trade Expenses. 

(0) Legal Expenses. 

(7) Audit Fee. 

(8) Travelling Expenses. 

(9) Travellers' Commission. 

(10) Interest on Loans. 

(b) Outstanding Assets. 

(1) Rents Receivable. 

(2) Interest and Dividends. 

(3) Commission Receivable. 

(4) Rent, Rates, &c., paid in advance. 

(5) Insurance paid in advance. 

k (6) Advertising. 

3 — Apportionment of Expenditure between Capital and Revenue. 

4. — Deferred Revenue Expenditure. 

(а) Alterations to Plant. 

(б) Advertising. 

(c) Preliminary Expenditure in connection with a new business. 

5. — The Valuation ok Assets. 

(a) Fixed Assets. 

(b) Floating Assets. 

(e) Wasting Assets. 

6. — Depreciation. • 

(a) General Considerations. 

(b) The Principal methods of providing for Depreciation as affecting 
different classes of Assets. 

(1) Freehold Land. 

(2) Freehold Buildings. 

(3) Leasehold Land and Buildings. 

(4) Fixed Plant and Machinery. 

(5) Loose Plant and Tools. 

(0) Furniture. 

(7) Fixtures and Fittings. 

(8) Patents. 

(9) Copyrights. 

(10) Horses. 

(11) Goodwill. 

7. — Repairs and Renewals. 

8. — Reserves. 

(a) General Reserves. 

(b) Specific Reserves. 

(1) Reserve for Bad Debts, 

(2) Reserves for Discount. 

' (3) Rpiserve for Depreciation of Investments. 

, (4) Insurance Reserves. 

LtABiutms. *” 
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CHAPTER IV. 

THE AUDIT OF THE IMPERSONAL LEDGER. 


§ 1. — The Impersonal Ledger. 

In the two previous chapters, the duties of the 
Auditor in relation to the examination of the books 
of prime entry and the Personal Ledgers of a Trading 
Business have been considered, and it is now proposed 
to deal with the Impersonal Ledger, and the points 
‘that will require to be considered by the Auditor in 
connection therewith. The verification of assets is a 
subject of great importance, and will be more con- 
veniently dealt with in the succeeding chapter. 
Similarly, questions particularly affecting Limited 
Companies will more properly be considered in the' 
chapters dealing with Company Audits. There remain, 
however, a large number of questions common to. most 
classes # of • accounts, which particularly affect the 
ascertainment of profit or loss, and involve the con- 
sideration of important principles. 

Ledger Accounts may be divided primarily into 
two classes — Persona], and Impersonal. 

Personal Accounts record dealings with persons, 
and, in the case of a Trading Business, consist prin- 
cipally of the accounts of persons from whom goods 
are bought, or to whom goods are sold, being recorded 
in the Bought and Sold Ledgers respectively. There 
remain, however, a certain number of Personal Accounts 
whieh will be fourid in the Impersonal. Ledger, such, as , 

. /v . ’ •',/ . tf:2 ! ,v.; 
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Loan Accounts. Partners’ Capital and Current Accounts, 
&c. 

Impersonal Accounts record the aspect of trans- 
actions as they affect the business, and not as they 
affect persons, and may be subdivided into Nominal 
Accounts, which relate to profit or loss, and Real 
Accounts, which record' assets. 

The Impersonal Ledger, therefore, should contain 
the whole of the accounts affecting the composition 
of the Trading and Profit and Loss Account, and all 
accounts representing Assets and Liabilities, other 
than those contained in the Personal Ledgers. The 
term Impersonal Ledger is not always utilised ; some- 
times the phrase General Ledger is employed, and in 
certain cases a Nominal Ledger will be found, which 
should only contain accounts relating to profit or loss. 
Ln most businesses a Private Ledger is utilised to 
contain accounts of an essentially private nature. 
Such variations of detail will be determined according 
*t.o the convenience of each particular business, and 
the term Impersonal Ledger is here utilised as covering 
all those accounts not included in the Personal Ledgers. 

Except in very large businesses, the amount qf detkil 
in the Impersonal Ledger is not excessive, and the 
Auditor will be able to check the av hole of the entries. 
This is important since, if the Auditor is able to verify 
the correctness of the Impersonal Accounts, this fact 
in itself will go a considerable way towards proving the 
correctness of the Personal Accounts, at any rate in 
total, since oue of the commonest methods of concealing 
manipulations in Personal Accounts is to make a cor- 
responding fictitious entry in an Impersonal Account. 

The entries in the Impersonal Ledger will come 
either from the totals of the subsidiary books of prime 
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entry, from the Journal, or from the Cash Book. The 
casts of the various books of prime entry, such as the 
Bought and Sold Day Books, Returns and Allowances 
Books, Bill Books, &e., having been verilled, the 
monthly totals thereof should be checked to the 
accounts in the Impersonal Jjedger to which they 
relate. Where Ihe totals have been subject to analysis, 
such analysis should be cast and proved, and the 
individual items composing it checked to their respec- 
tive accounts in the Impersonal Ledger. 

Many important transactions of an Impersonal 
nature arc recorded through the Journal. The vouch- 
ing of such entries has already been dealt with, and 
when this is being performed by the Auditor, he should 
see not only that there is sufficient evidence available 
for the entry, but that the entiy itself properly records 
the transaction. If this has been done, the actual 
checking from the Journal into the Impersonal Ledger 
becomes a matter of detail. In order to avoid a. 
multiplication of entries in the Journal, it is common 
to find many transactions of *an important nature 
recorded by means of a mere transfer from one account 
to another in the Impersonal Ledger. This practice 
cannot be recommended. The tendency to reduce 
the number of entries in the Journal as much as possible 
for the purpose of saving labour, though admirable in 
itself, may be carried too far, and it will be frequently 
found, where transactions of an important nature 
are recorded by direct transfer in the Impersonal 
Ledger, that no narrative is inserted explaining the 
origin and nature of the entry. Such a transfer, 
however, may have the most important consequences 
on the accounts. An item may be transferred from 
the credit of a. Revenue account to the debit of an 
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Asset account, thereby directly affecting the profits 
of the undertaking. The Auditor should, therefore, 
examine and vouch such transfers in the same manner 
as if they had been passed through the Journal. The 
postings from the Cash Hook to the Impersonal Ledger 
should be checked in, detail. It has already been 
remarked that, when vouching the (’ash Book, the 
Audit or should particularly observe each item not 
posted to a Personal, Account, and satisfy himself, 
from the nature of Hie evidence available, that the 
account to which it has been posted in the Impersonal 
Ledger is the correct ore. Frequently, houever, the 
particulars recorded in the Cash Book are insufficient 
to indicate the account to which the item should be 
posted. In such cases it is advisable for the Auditor 
to note against the item sufficient particulars to enable 
him to assure himself, when the posting is checked, 
that the item has gone to the correct account. 

, The whole of the postings having been checked, 
and the ledger accounts examined to see that every 
item has been ticked, *bhc easts should be verified, and 
the Auditor will then be in a position to check the 
balances. 

In cases where the books are presented to the 
Auditor balanced, and accounts prepared for submis- 
sion to him, it is advisable that he should not examine 
the Impersonal Ledger until the whole of the entries 
have been completed, the necessary adjustments made, 
and the accounts closed off. He can then check the 
balances direct to the Trading and Profit and Loss 
Account, the Balance Sheet and its Schedules. In 
many cases, however, the Auditor is called upon to 
act in his capacity as Accountant, and make the 
‘ necessary adjusting entries ; draft out final accounta 
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for submission to his clients, and close the Impersonal 
Ledger when these have been approved. Where this 
is so, the Auditor will check the balances of the Im- 
personal Ledger to the Trial .Balance that is produced 
to him, and utilise that as a basis from which to make 
the necessary adjusting entries and prepare the tinal 
accounts. 

The distinction between the Auditor, in his capacity 
as Auditor, and in his capacity as Accountant, has 
already been referred to in Chapter L, and need not 
again be discussed here; but whether (lie Auditor 
makes the adjusting and closing entries, or merely 
audits them, lie must satisfy himself that those entries 
are correct, and that all the necessary adjustments, 
of which he has knowledge, have been made. 


§ 2. Outstanding Liabilities and Assets. 

In a business of any size, there are always a con- 
siderable nujnbcr of adjustments to be made on the 
occasion of each balancing period for the purpose of 
properly recording outstanding liabilities and assets, 
which for some reason or other ha\e not already been 
brought into the accounts. In such eases it is very 
convenient to utilise a memoranda book, winch maj r lie 
termed an Outstandings Book, in which all particulars 
of outstandings are entered at each balancing period, 
and which can thus be made to form the basis from 
which the adjusting entries are constructed. Such a 
book will be found particularly useful by the Auditor, 
as it will afford a ready means for the comparison of 
outstandings as between one period and another, 
and act as some sort of reminder of the nature 
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of the adjustments usually necessary in the particular 
business concerned, which will not as a rule be found 
to vary very much from year to year. 

Where an Outstandings Book of this nature is in 
force, it is advisable for the Auditor to obtain a certi- 
ficate from some responsible official, to the effect that 

9 

all the Outstandings "within his knowledge that require 
to be dealt with Jiatc been included therein. Such a 
certificate will not relies e the Auditor from the necessity 
of exercising reasonable skill and diligence in the matter, 
but he cannot possibly be aware of all the Outstandings, 
and the certificate serves to fix the responsibility for 
any omission. 

Where an Outstandings Book of this nature is 
utilised, the necessary entries can be made direct in 
the Impersonal Ledger 1 , reference being made to the 
folio of the Outstandings Book for the narrative 
relating to the entry. In the absence of such a book 
the entries should be recorded through the Journal, 
"the necessary narrative being inserted. As regards 
outstanding liabilities, it is very usmfl .to find the 
various Impersonal accounts debited, and a Sundry 
Creditors account credited. This method, however, 
although perfectly sound and comenient at the date 
of closing the books, im olves writing back the entries 
at the commencement of the next period, since' the 
items are not always identical with the payments 
made. It is preferable, therefore, to bring an out- 
standing liability down as a credit balance on the 
Impersonal Account concerned, and in a similar manner 
to bring an outstanding asset down as a debit balance. 
Care should be taken that such balances are treated 
as Liabilities and Assets respectively in the preparation 
of the Accounts, as although they appear as balances 
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on the Impersonal Accounts, they are in effect Personal 
Balances in many cases. 


(a) Outstanding Liabilities. 

The inclusion of all known liabilities in the Accounts 
is of great importance, inasmuch as it directly affects 
the correctness of the Profit and Loss Account. It 
is therefore one of the duties of the Auditor to ascertain 
that all outstanding liabilities are dealt with. At the 
same time this is not always an easy matter, as a 
liability may be suppressed or concealed, and the books 
may contain no indication of its existence. There are, 
however, certain classes of Outstanding Liabilities 
which are common to most businesses, and the existence 
of which, though not recorded in the books, should be 
apparent to the Auditor from the nature of the trans- 
actions. The existence of other Liabilities, though 
not so apparent, may be suggested to the Auditor by. 
his experience. The more usual of these will now be 
dealt with. • 


(1) Purchases. 


In some instances invoices relating to Purchases 
that have been taken into Stock are received too 
late to be included in the Purchase Journal before 
the Accounts are closed, and may consequently have 
been entered in the succeeding period. A Schedule of 


these should be prepared, and the total debited to the 
Purchases Account, and brought down as an Out- 
standing Liability. Where the precise amount 6f the 
cannot be ascertained, an estimate should/ 
and signed by some responsible: ptoaL J-; 
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(2) Wages. 

In the cane of a manufacturing business, where the 
date of the Balance Sheet happens to fall in the middle 
.of the Wages week, the proportion of Wages accrued 
should be calculated and hi ought down as a liability. 

(3) Kent, Iiaiift, <(r. 

ft should he seen Unit nil rents payable have either 
been paid to the last quarter day, or that the outstand- 
ing Kent is brought in as a liability. Where the date, 
on which the Accounts are closed, tails between the 
dates at which the renl is payable, the rent accrued to 
date must be calculated and brought into account, 
though it will not be payable till the succeeding quarter 
day. The same remarks apply to Hates, though, as 
these are usually payable in advance, the adjustment 
necessary will then come under the heading of Out- 
standing Assets. On the occasion of the first Audit, 
it may be found that expenditure of this nature has 
been dealt with on a cash basis in the past, and that 
the inclusion of the Outstanding Liabilities will result 
in the current period being charged with a greater 
proportion than properly relates to it. Notwith- 
standing this, the accounts should be adjusted, special 
note being made of the additional charge incurred by 
reason thereof. The Accounts will then be placed 
on a correct basis, and the Balance Sheet will show 
the true position of affairs. 

The treatment of Income Tax under Schedule D 
is dealt with in Chapter IX., § 13. 

(4) Freight. 

Carriage and Freight Accounts may not be rehdered 
till some time after the period has elapsed to which 
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they relate, and it is often necessary to close the 
accounts before they are received. In such a case, 
the amount outstanding must be estimated, and a 
comparison with the corresponding items of the 
previous year will afford a useful indication of the 
probable amount outstanding, if the business is of a 
regular nature. Payments for Freight are usually 
posted direct to the Impersonal Account, and the 
Auditor should be able to ascertain, from his examina- 
tion of the Freight Account, the period in respect of 
which any liability is outstanding. 

(5) Trade Expenses. 

A Schedule of the Expenses outstanding should be 
prepared, and the total brought down as a liability on 
the Trade Expenses Account. It will be found, usually, 
that certain classes of expenditure are outstanding, 
particularly where no Personal Accounts are kept in 
the Bought Ledger for the Creditors concerned. 

(6) Legal Expenses. 

Solicitors' frequently allow some time to elapse 
before sending in accounts to their clients, and con- 
sequently legal expenses may be outstanding, and 
should be provided for. Where no account has been 
received from the Solicitor, an estimate should be 
obtained from him of the amount of his costs up to 
the date of the Balance Sheet. 

(7) Audit Fee. 

The question as to whether the Audit Fee relating 
to the period covered by the accounts should be 
brought in as a liability at the date of the Balance 
. Sheet has been much discussed, and still remains an 
opeq pomt, * In some cases the Audit may hoi have 
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been commenced till after the date at which the 
accounts were closed, in which event it cannot be 
properly said to be a liability at the date of the Balance 
Sheet. Tn any case only a part of the work will have 
been performed. On the other hand the work involved 
relates to the period covered by the accounts, and it 
is certainly advisable that the Audit Fee should be 
treated as an outstanding liability. Similar remarks 
apply to Accountancy Charges for the preparation of 
the accounts, &e. In cases where the fee has not yet 
been agreed upon, but is dependent on the amount of 
work involved, an estimated amount may be brought 
in as outstanding. 

(8) Travdlhuj Expends. 

A Schedule should be compiled of all Travelling 
Expenses due to Travellers and others up to the date 
of the Balance Sheet, anti these can be verified by the 
Auditor, since they will probably have been paid 
early in the succeeding period. 

(9) Travellers' Commission. 

The Travellers’ Commission Account in the Im- 
personal Ledger should be examined and tested with 
the Commission Books relating to each Traveller. It 
will be found, usually, that the Commissions in respect 
of Sales for the closing month of the period will not 
have been paid till the succeeding month, and the 
amounts due must therefore be brought in as out- 
standing. If any sums have been paid to individual 
Travellers on account, only the balance of the commis- 
sion due should be brought into account. Sometimes 
it is found that the advances exceed the amount of 
commission payable, and in that case the excess of 
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the amount advanced over the amount due is in effect 
a loan, and should be brought down as an outstanding 
asset, and treated in the Balance Sheet as a debtor, 
reserve being made where necessary. The system of 
allowing travellers to collect debts and set off the 
amount so collected against the sums due to them 
for commission and expenses, is* very undesirable, and 
the Auditor should recommend its discontinuance. 
Where it is in force, the Auditor should ascertain that 
the various debtors’ accounts have been credited, and 
Commission and Expenses Accounts debited, with the 
amounts retained. 

In some cases a traveller is not paid commission 
until the goods' ordered through liis agency have been 
paid for in cash ; in other cases part of the commission 
is paid on execution of the order, and the balance when 
the goods are paid for. 

Where arrangements of this nature are in force, 
the Auditor should ascertain that proper reserves have 
been made for outstanding commission that will * 
become payable in respect of gopds sold prior to the 
date of the Balance Sheet. 

Sometimes the arrangement with the traveller 
provides that returns, allowances, and bad debts in 
respect of orders upon which commission has already 
been paid are to be brought into account in arriving 
at the current commission. If this is so, the Auditor 
should ascertain that the proper deductions have been 
made. 

(10 )• Interest on Loans. 

.All interest due or accrued should be calculated sit 
the proper rate, and brought in as an outstanding 
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(b) Outstanding Assets. 

There are two classes of Outstanding Assets which 
may require to be dealt with : firstly, items accruing 
or due, not recorded in the books, which will ultimately 
' be received in cash ; and, secondly, expenditure 
already incurred, some portion or the whole of which 
relates to a period subsequent to the date of the Balance 
Sheet. The latter class is usually termed Expenditure 
paid in advance, and the items of which it is composed 
should be shown in the* Balance Sheet in one total 
under that heading. On no account should such 
items be included as Sundry Debtors. In order that 
the Profit and Loss Account may be correctly stated, 
it is important that on the one hand only expenditure 
relating to the period under review is included, and 
that on the other hand all income accruing, that is 
reasonably certain to be received, is brought into 
account. It is inadvisable, however, to bring into 
account any income due or accrued which is not likely 
'to be received, unless at the same time it is fullv 
reserved for. 

Expenditure wlnen is not strictly apportionabie m 
respect of time, but the benefit of which has npt been 
entirely received during the period under review, may 
in many cases be properly carried forward in Suspense, 
and written off over a period of years. The treatment 
of such items will be dealt with in § 4. 

The following are the more usual classes of out- 
standing assets : — 

(1) Rents Receivable. 

All Bents receivable due or accrued to the date of 

V.' 

the Balance Sheet should be calculated and. brought 
into account, reserve being made for doubtful or irre- 
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coverable arrears, allowances for repairs, Schedule A 
Income Tax, &c. 

(2) Interest and Dividends. ■ 

Interest receivable on loans accrued to the date of 
the Balance Sheet should be brought into account in 
all cases where the interest is regularly paid on the due 
dates. If the interest is in arrear, the amount accrued 
should either be omitted, or brought into account, 
and a corresponding reserve made*against it. Dividends 
on Stocks bearing a fixed rate of interest, which it is 
known will be received in due course, may be calculated 
and brought into account, in so far as they are accrued 
at the date of the Balance Sheet. Dividends on 
Ordinary shares, however, should not be brought into 
account unless they have been received subsequently, 
when the amount so received can be apportioned. 

(3) Commission Receivable. 

Commissions due or accrued should be brought into 
account, but before passing the item the Auditor 
should examinb the basis on which the calculation is 
made, and satisfy himself that the amount will be 
duly received. 

(4) Rents , Rates , &c., paid in Advance. 

Rent is sometimes payable in advance, and the 
amount so paid relating to the period subsequent to* 
the date of the Balance Sheet can be carried forward. 
Rates, &c., are usually payable in advance, and where 
paid prior to the date of the Balance* Sheet, similar 
considerations apply as in the case of Rents paid in 
advance. The Auditor should examine the DemaiM 
Notes to ascertain the period to which the Rates, &c., 
apply. 



128 


PRACTICAL AUDITING. 


[Chap. IV. 


(5) Insurance Paid in Advance. 

Insurance is payable in advance, and in the case 
of a large busyness the premiums payable in respect 
of fire, burglary, and workmen’s compensation may be 
considerable. The proportion thereof applicable to 
the period subsequent to the date of the Balance 
Sheet should be calculated, and brought down as an 
outstanding asset. The last premium receipts will 
have been inspected in the course of vouching, and 
the Auditor should refer’ to the actual Policies if he 
considers it desirable. 

( 6 ) Advertising. 

Payments are frequently made in advance under 
advertising contracts, and the proportion thereof 
relating to any period subsequent to the date of the 
Balance Sheet should be carried forward. Stock of 
advertising material, such as posters, enamelled iron 
signs, samples, &c., if not obsolete, may be valued at 
*or under cost, and carried forward as an asset, depre- 
ciation, where necessary, being allowed for. This 
subject is further considered in § 4 (6). 

§ 3. — Apportionment of Expenditure between 
Capital and Revenue. 

The distinction between Capital and Revenue is of 
vital importance as affecting the amount of profit or 
loss, and the correctness of the Balance Sheet. 

C apital Expenditure may be said to be all expen- 
diture incurred for the purpose of acquiring assets of 
a*permanent nature, by means of which to carry on the 
business* or for the purpose of increasing the earning 
capacity of the business. 
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Revenue Expenditure is all expenditure incurred in 
carrying on the business, and in maintaining the Capital 
assets in a state of efficiency. 

The allocation of expenditure as between Capital 
and Revenue calls for the Auditor’s careful examination. 
Where the expenditure is directly incurred for Capital 
purposes, it can be vouched by the Auditor in the course 
of his examination of the Cash Book, or the Bought 
Journal, and his duties in this connection have already 
been dealt with. In many cases, however, the expen- 
diture takes the form of wages of workmen either 
wholly or partially employed on Capital improvements 
and extensions, but whose wages are included in the 
General Wages Account. Unless, therefore, a transfer 
is made from the Wages Account to the debit of the 
Asset Account concerned, Revenue will be charged 
with wages which may properly be capitalised. 
Before passing any such transfer the Auditor should 
examine the basis upon which it has been calculated. 
In these cases general estimates are unreliable and 
insufficient ; precise particulars should be furnished 
of the number of men employed, the nature of their 
work, rate *of pay, &c., and the proportion thereof 
applicable to Capital. Such analysis should be certified 
by the Wages Clerk as to calculations, and by the 
foreman as to the work done and the nature thereof; 
and finally by the Works Manager as being correct, 
and properly chargeable against Capital. Expenditure 
in the shape of Wages on Repairs or Renewals should 
be charged to the Repairs and Renewals Account, 
and not to the Asset Account. 

Similar considerations apply, to expenditure on 
materials which cannbt be directly allocated to Capital 
purposes at the time of purchase. Schedules .of ail 
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goods taken from Store for such purposes should be 
prepared and certified by the Storekeeper and Works 
Manager, the values being calculated at cost price. 

Where expenditure of this nature amounts to a 
considerable sum, it is advisable for the Auditor to 
refer to the matter in bis Report, stating that he has 
accepted the certificates of responsible officials as to the 
correctness of the allocations. 

Where obsolete Plant is replaced, the cost of pulling 
down the old Plant should be charged to the Old Plant 
Account, and the lost of erecting the new, to the New 
Plant Account The balance of the Old Plant Account, 
less any < redit for the residual value of the Old Plant, 
will represent a loss, winch should be written off to 
Revenue at once, or ovei a short period of years. 

§ 4. — Deferred Revenue Expenditure. 

Reference has a heady been made to certain classes 
of expenditure whit luare primarily of a Revenue nature, 
but the benefit of which is not exhausted during the 
period covered by the Profit and Loss Account. Such 
expenditure may be conveniently termed Deferred 
Revenue expenditure, and it may be carried forward 
and written off within the period during which the 
benefit arising from it is likely to be felt, in order to 
avoid an unduly heavy charge being made against the 
profits in any one j T ear. 

Where it is proposed to carry forward expenditure 
of this nature,, the Auditor should inquire into the facts 
of the case before he permits this treatment to be 
adopted, since it is sometimes resorted to for the 
purpose of inflating the profits. 
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The following are specific instances where this 
method may be utilised : — 

(a) Alterations to Plant. 

Jleavy expenditure may be incurred tor the purpose 
of improving plant and machinery, or adapting the 
same to altered conditions of trade, which cannot be 
strictly regarded as Capital expenditure, hut which 
does in a sense improve the ha ruing capacity of the 
business. This expenditure may be earned forward, 
and written off over a period of years, say from three 
to five, where no provision already exists in the shape 
of Depreciation or Renewal Funds, against which it 
may be debited. The nature of the expenditure should 
be clearly stated in the Balance Sheet, and the Auditor 
should draw attention to the treatment of it in his 
Report. 

Similar considerations may apply in the case of 
heavy renewals occasioned by scrapping obsolete plant. 


(b) Advertising. 

Abnormally heavy expenditure on Adveitising is 
frequently incurred in the course of establishing a new 
business. Where such expenditure is on a large scale, 
it is in fact a form of Capital expenditure, and may 
actually be capitalised under the heading of Adver- 
tising Goodwill. Goodwill of this nature, however, 
cannot be maintained unless considerable advertising 
is continued in subsequent years, and therefore a certain 
proportion should be written off to Profit and Loss. 
The balance may be carried forward peimanently as 
an asset, though it' is preferable to write it off over a 
period. 
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Where the expenditure on Advertising is not in- 
curred for the purpose of creating an entirely new 
business, but is nevertheless of an abnormal nature 
owing to the placing of some new product on the market, 
or the opening of some new department, the average) 
annual charge for advertising should be estimated, 
and such amount written off to Profit and Loss, the 
balance being carried forward and appearing separately* 
in the Balance Sheet as Advertising Suspense. The 
Auditor should ascertain that the amount so written 
off is adequate, and that the Suspense Account is not 
carried forward over an unreasonable length of time. 

Similar considerations apply to businesses where 
the advertising is not continuous, but heavy expenditure 
is incurred from time to time. In seasonal trades, 
expenditure may be made in connection with a new 
season, the benefit of which may not be felt before 
the accounts are closed. In such cases a proper 
proportion of the expenditure may be carried forward. 

(c) Preliminary Expenditure in connection with a New 

Business. 

Heavy preliminary expenditure may be incurred in 
connection with the commencement of a business, or 
the institution of a new department, before the same 
can reach a revenue-earning stage. Such expenditure 
may take the form of Rent, Rates and Taxes, Salaries, 
Wages and General Charges ; and in order to avoid 
unduly burdening the Profit and Loss Account of the 
first period, it may be properly carried forward, and 
written off over a period of three or five years. In 
such « case the Auditor should ascertain that all curreift 
expenditure incurred after the revenue-earning stage 
has been reached is* charged to the Profit and Loss 
Account. 
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V 

§ 5. — The Valuation of Assets. 

It may be convenient here to indicate the general 
principles which should be applied to the valuation of 
assets in a Balance Sheet. The legal aspect of the 
subject as affecting Limited Companies will be dealt 
with in Chapter X. 

(«) Fixed Assets. 

Fixed Assets are those of a permanent nature, by 
means of which the business is carried on, and which 
are held for the purpose of earning income, and not for 
the purpose of sale, e.g. Land, Buildings, Plant and 
Machinery, &c. 

Such assets should be shown in the Balance Sheet 
at cost price, less any depreciation that may have 
taken place. The net figure will represent the present 
value of the assets to the business as a going concern. 
It is not necessary to take into account the market 
value of Fixed Assets, which may be subject to con- 
siderable fluctuation ; the question to consider is the 
present worth of the assets to the. business as a going 
concern, and not the break-up value. In the event of 
a forced realisation, heavy losses would probably ensue, 
but it would not be reasonable to anticipate such losses 
before arriving at the current profits of the business. 

(b) Floating Assets. 

Floating or Circulating Assets are those in which 
the business deals, and which are acquired for the 
* purpose of sale, and the subsequent stages of the con- 
version of the same into cash, e.g. Stock, Book Debts, 
Cash. 

The valuation of Floating Assets should be at cost 
or market price, whichever is the lower at the date of 
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the Balance Sheet. The object of the business being 
to convert Floating Assets into cash, and make a profit 
on dealing in them, it becomes a point of the utmost 
importance that the valuation placed on these assets 
at the date of the Balance Sheet shall be such that any 
loss sustained in connection therewith may be taken 
into account. 


(c) Wasting: Assets 

Wasting Assets are those of a fixed nature which 
are gradually consumed or exhausted in the process 
of earning income, e.cr. a Mine, Cemetery, &c. 

It will be seen that Wasting Assets are in effect a 
sub-division of Fixed Assets, but include only such as 
decrease in value through the operation of being 
worked, and are therefore not subject to depreciation 
through wear and tear. 

The question as to the value at which Wasting 
Assets should appear in the Balance Sheet is particu- 
larly important as effecting Limited Companies, and 
involves legal considerations. The subject is fully 
* treated in Chapter X. 

From a general point of view, it may be remarked 
here that in order to replace the exhausted capital 
out of revenue it is necessary to i educe the value of 
the Wasting Asset in the Balance Sheet to the extent 
of the estimated amount by which it has diminished 
in value. 

Owing, however, to the difficulty experienced in , 
many cases of ascertaining the loss occasioned by the 
wasting of the asset, it is common to find that provision 
is made therefor by way of General Reserve, the asset 
remaining in the Balance Sheet at its original value. 
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§ 6. — Depreciation. 

(a) Oeneral Considerations. 

One of the most important points which an Auditor 
has to consider is whether sufficient provision has been 
made for depreciation. 

Depreciation may be defined as the shrinkage in 
value of an asset from any cause ’during a given period. 
If an asset has been acquired for the purpose of being 
utilised to earn income, and in the course of such pro- 
cess the value becomes gradually diminished, such 
decrease in value is a loss which should be set off 
against the income derived from working the asset, 
before the balance oi divisible profit can be ascertained. 
If this is not done the Profit and Loss Account will not 
show the correct profit for the period, and the Balance 
Sheet cannot be said to represent the true and correct 
view of the state of the affairs of the business, inasmuch 
as the assets will remain at their original value, not- 
withstanding the fact that depreciation has taken 
place. 

Where objection is taken by clients to the proper 
provision for depreciation, and the Auditor advances 
theoretical arguments in support of his view, these do 
not always receive sufficient consideration, owing to 
tJie fact that the practical bearing of the question of 
Depreciation upon the financial position of the business 
is not sufficiently emphasised. It cannot be too 
strongly pointed out that if the wholo of the profits of 
a business are withdrawn without providing for the loss 
arising through depreciation, no moneys will be accu- 
mulated out of revenue during the life of the asset for 
the purpose of replacement. When such replacement 
becomes necessary, fresh capital will have to be pro- 
vided for the purpose. Many cases have ' arisen 
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where, owing to depreciation having been ignored, 
businesses have been obliged to go into liquidation on 
the exhaustion of their capital assets, solely through 
the impossibility of raising fresh capital for the purpose 
of renewal. 

In this connection it may be remarked that where 
largo sums will be .required at some subsequent 
period foi renewal of assets, it is advisable that the 
moneys provided out of revenue for replacements 
should be invested outside the business, in order that 
they may be readily available. If the amount so set 
aside is left in the business, it will in due course form 
part of the working capita*, and may be locked up in 
stock or other assets winch may not be capable of 
ready realisation when it is necessary for the replace- 
ment to be made. 

Before the Auditor can satisfy himself that the 
provision made for depreciation is adequate, he must 
have some knowledge of (he considerations which are 
. neeessary to determine the rate of depreciation in 
connection with any particular class of. asset. 

Depreciation may be said to aiise from two causes 
-Internal and External. Internal Depreciation is that 
arising from the operation of any cause natural to, or 
inherent in, the asset itself, c.g. wear and tear in the 
ease of Plant and Machinery. External Depreciation 
is that prising from the operation of forces outside the 
asset itself, e.g. obsoh sconce in the ease of Plant ; 
effluxion of time in the case of a Lease. 

In order to fix the rate of depreciation, the average 
life of the asset must be determined, and. before this 
can be done the various forms of depreciation to which 
it may be subject should be considered. It is usually 
possible, given some knowledge and experience of the 
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business concerned, to estimate the rate of Internal 
depreciation, such as wear and tear, with reasonable 
accuracy. The loss occasioned by effluxion of time 
can be calculated exactly, but other forms of External 
depreciation are often so variable that the amount 
cannot be estimated accurately, and consequently 
provision is not usually made* until the actual loss 
occasioned thereby has arisen. 

The term Depredation is usually understood to 
convey permanent shrinkage in value. Temporary 
shrinkage in value has been termed Fluctuation. 

Where the Auditor is of opinion that insufficient 
provision has been made for depreciation, and he is 
unable to induce his clients to adopt his point of view, 
he must deal with the matter in his Report. The 
contention is frequently made that depreciation is an 
appropriation of profits, and not a charge thereon, and 
that consequently if no profits have been made, or a 
loss on trading has been incurred, no provision for 
depreciation can be made. The fallacy of this argu-. 
ment is apparent when it is seen that depreciation is a 
fact which exists, irrespective of the results of the 
business, and as such should be recorded in the books 
of account. 

In considering the basis of depreciation, it should 
be remembered that in the course of years, conditions 
may materially alter, and thus affect the accuracy of 
the original calculations. It is therefore advisable 
that the rates should be reconsidered from time to time. 

<b) The principal methods of providing for Depreciation as 
affecting different classes of Assets. 

The following are the principal methods of pro- 
viding for depreciation, where it is desired that the 
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amount set aside should be accumulated in the 
business : 

The Fixed Instalment System, or “ Straight Line” 
method whereby a fixed rate per cent, on the original 
cost of the asset is written off each year, so as to reduce 
the asset to nil or break-up value at the end of its life, 
repairs and small renewals being charged to Revenue. 

The Reducing Instalment System, whereby a fixed 
rate per cent, on the diminishing value of the asset is 
written off each year* so as to reduce the asset to 
break up value at the end of its life, repairs and small 
renewals being charged to Revenue. 

The Annuity System, whereby the asset is regarded 
as earning a certain rate of interest, and such fixed 
amount is written off each year as, after debiting the 
Asset Account with interest at the fixed rate per cent, 
upon the diminishing value, will reduce the asset to 
nil at the end of its li fe. 

Where it is desirable to accumulate moneys outside 
the business, the following are the principal methods 
utilised . — 

The Depreciation Fund System, whereby an equal 
amount is debited to the Profit and Loss Account 
each year, and credited to a Depreciation Fund 
Account, and an equivalent amount of cash is invested 
outside the business in gilt-edged securities, and 
allowed to accumulate at compound interest, so as to 
produce the required amount on the completion of a 
given number of years. 

The Insurance Policy System, whereby an Endow- 
ment Policy is taken out for the life of the asset, so 
as to produce the amount required at the end of the 
particular period. 

In cases where the nature of the asset renders it 
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difficult to provide for depreciation on a mathematical 
basis. Revaluation should be resorted to. 

These various methods are fullv dealt with and 
illustrated by .means of examples in Chapter IV. of the 
Authors’ volume on Book-keeping and A ccounts, and it 
is now proposed to discuss the application thereof as 
affecting different classes of assets. 

(1) Freehold Land. 

It has been said that -Freehold Land does not 
depreciate, but it is subject to considerable fluctuation 
in value, which may be either of a temporary or 
permanent character. If the land has permanently 
fallen in value below cost, depreciation has taken place. 
It is, however, not usual to make provision for such 
loss, or to record it in the accounts, until the property 
is realised. 

i 

(2) Freehold Buildings. 

The amount of depreciation which should be- 
provided in respect of Freehold Buildings will depend 
on the age of the buildings, and the nature of the busi- 
ness for which they are utilised. Repairs should in all 
cases be charged to revenue, and where the property 
is maintained in a good state of repair, the period of its 
life will be materially extended. If the building is an 
old one, it may become at some future time necessary 
to rebuild. Apart from this consideration, under 
■normal circumstances the rate of depreciation should 
be taken at from one to three per cent, per annum/ 
calculated on the cost, and it is advisable that the 
method adopted should be either the Sinking Fund or 
^ Insurance Policy system, since in this way moneys,.? 

readily available for ' rebuilding ,'jpttjfpbi^V 
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Otherwise the Annuity system should be used, since, 
in the case of an asset possessing a long life, the question 
of the adjustment of interest becomes important, 
owing to the fact that the moneys representing depre- 
ciation are left in the business. 

Generally the item Freehold Land and Buildings is 
shown in one sum, and the values attaching to the 
Land and Buildings respectively are not differentiated. 
In such cases the value of the Buildings for the purpose 
of depreciation must be estimated. 

(3) Leasehold Land and Buildings. 

Where Leasehold Land is bought and Buildings are 
erected thereon, provision should be made to replace 
the cost of the Land and Buildings at the expiration 
of the lease, and should additional buildings be erected, 
further provision must be made in respect thereof. 

The premium paid for the acquisition of the lease 
may be regarded as a capitalisation of the difference 
between the outgoings payable under the lease in the 
shape of Ground Rent, &c.., and the annual value of 
the property. If, therefore, only the actual outgoings 
are charged against the Profit and Loss Ac.eount, the 
business will not be debited with the actual rental 
value of the premises occupied. The depreciation of 
Leasehold property, therefore, may be regarded as a 
form oi rent. 

Where the value of the Lease is small, and the 
term unexpired does not exceed, say, seven years, the 
simplest method of providing depreciation is by the 
Fixed Instalment system. Where the Lease is a longer 
one* but it is not regarded as essential that the amount 
Wt aside should be invested outside the business, the 
Annuity system should be adopted. Under this system 
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the operation of charging interest on the diminishing 
value of the asset has the effect of increasing the net 
charge to revenue eacli year, to the extent of interest 
on the net amount set aside and accumulated in the 
business. The amount so set aside will he utilised as 
working capital, and should be the means of earning 
additional profit. 

Where the value of the Leasehold property is 
considerable, and the cost of -renewing the lease or 
acquiring fresh premises will be heavy, provision for 
depreciation should be made by the Depreciation Fund 
system, or by the method of taking out an Endowment 
Policy for the value of the lease. 

Where the former system is adopted, the Auditor 
should check the calculations necessary to determine 
the annual amount to be set aside, and should sec that 
the interest arising on the investments is regularly 
reinvested. Where the investments representing the 
Depreciation Fund have permanently depreciated in, 
value, additional provision should be made to cover 
the loss occasioned thereby. 

The system of taking out an Endowment Insurance 
Policy for the value of the lease is becoming increas- 
ingly popular, as it avoids the trouble involved in 
continually investing moneys, and if the Policy is 
taken out with a good Office, the precise amount re- 
’quired is ensured without any risk of loss on invest- 
ments. The Auditor should see that an amount 
equivalent to the annual premiums is charged against 
Profit and Loss, and credited to the .Redemption 
Account, the premiums paid being debited to a Policy 
Aocount, and treated as an asset. It is incorrect to 
charge the premium direct to Profit and Loss, as, 
although this has the same effect on the Profit and 
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Loss Account, the Policy will not appear in the 
Balance Sheet as an asset, nor will any Redemption 
Fund appear against the Lease. 

The surrender value of such Policies is usually the 
total of the premiums paid, less the first premium, 
plus two per cent, per .annum compound interest. In 
some cases the Policy Account is adjusted annually by 
debiting the interest accrued, and crediting, the Re- 
demption Account, fot which purpose it is permissible 
to treat the first premium as an asset. The amount 
of interest so allowed for surrender value purposes is 
less than the rate of interes' that will be realised when 
the Policy matures, and a profit will therefore ulti- 
mately appear on the Policy Account. Such profit 
should be transferred to the Redemption Account, 
which in that way will be brought up to the value of 
the lease, and can be utilised to write off the old Lease 
Account. Tn other cases no account is taken of the 
accruing interest, and consequently the profit on the 
‘termination of the Policy will be so mucli greater. In 
no event should the 'interest accrued Be credited to 
Profit and Loss. 

On the termination of a lease, a claim for dilapida- 
tions usually arises, and in some cases this involves a 
considerable sum. It is desirable that provision should 
be made to cover this liability during the life of the 
lease, and it is most convenient to do this by increasing* 
the value of the lease by an estimated amount fdr 
dilapidations. This is sometimes done by deducting 
one or ’more years from the term of the lease; bat 
where the lease is a long one, and the annual charge 
for depreciation consequently small, this may not be 
sufficient. 

All repairs expended on the property during the 
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period of the lease should be charged to revenue, and 
where, owing to the age of the building, it may be 
necessary to rebuild before the termination of the lease, 
additional provision for depreciation should be made 
accordingly. 

(4) Fixed Plant and Machinery. 

Depreciation arises on Fixed Plant and Machinery 
by reason of wear and tear and obsolescence. The 
effect of wear and tear on the life of the asset should be 
capable of reasonable estimation, having regard to the 
state of repair in which it is maintained; machinery 
which is properly kept up lasting very much longer 
than where repairs are neglected. Repairs and small 
renewals should be charged to Revenue. 

Theoretically, the most correct way of providing 
for depreciation on this asset is by the Fixed Instalment 
system or “Straight Line” method, since only by this 
method can the Plant be written down to nil at the 
expiration of its estimated life; and when this method 
is adopted a special book should be kept subsidiary to 
the Ledger Account, in which to record the details of 
all expenditure on the particular class of Plant and 
Machinery concerned. This will enable a record to be 
kept of each year’s additions, upon which separate 
depreciation calculations will be necessary. The 
depreciation credited to the Asset Account in such a 
case will really consist of a number of separate depre- 
ciation calculations made in respect of the original 
purchase and of each year’s additions until the same 
* are individually written off. 

! So long as the plant is properly maintained out o£ 
r^yenue, there is no necessity to reduce tite;" 
^AbbpUpt to nil. .since while. l^e^biisihess^i^taHti^^ 
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a going concern, a considerable quantity of plant must 
always be in existence for purposes of production, 
it is, therefore, very usual to depreciate this asset 
on the Reducing Instalment system, additions being 
debited to the asset account, and a fixed rate written 
off the reducing balance. In fixing such rate, which 
generally may be said to vary from 5 to 12| per cent., 
according to the estimated life of the asset, it must be 
remembered that a considerably higher rate should 
be taken than if the calculation were made on the 
Fixed Instalment system ; o.g. on a Capital sum of 
£5,000, 5 per cent, per an mm on the Fixed Instalment 
system will reduce the asset to nil at the end of 20 years; 
whereas on the Reducing Instalment system the 
balance left wovdd be £1,792 ; while at 10 per cent, on 
the same system the balance left at the end of 20 years 
Would be £608. 

A further argument in favour of the utilisation of 
the Reducing Instalment system is that while the 
amount of depreciation tends to decrease, expenditure 
in the shape of repairs tends to increase, and conse- 
quently the annual total charge for maintenance is 
more regular ; whereas under the Fixed' Instalment 
system the amount of depreciation remains the same, 
although repairs tend to increase. 

In estimating the average life of plant and machinery, 
an equated rate must be taken, as it is impossible to 
utilise separate rates in respect of each particular item 
of plant. 

* Owing to the necessity of renewing the plant from 
time to time, there is generally no advantage in utilising 
the Depreciation Fund system, under which specific 
investment is made outside the business ; but where 
the plant is of a heavy nature, which will require to be 
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renewed in toto at the end of a lengthy period, this 
system should be adopted ; and also in cases of Fixed 
Plant on Leasehold Works where the plant will pass 
with the Lease. 

The risk of obsolescence is difficult to estimate for 
the purpose of depreciation, and frequently no account 
is taken thereof until the plant is actually superseded, 
when the loss may be written off over a period of years. 
In certain trades, such as the . Elect i*ical trade, the 
Motor trade, and others, where the 1 possibility of 
obsolescence is considerable, allowance should be made 
therefor, and the rate of depreciation correspondingly 
increased : but as it is not always possible to estimate 
this risk with any degree of certainty, the asset should 
be subjected to periodical valuation, and adjustment 
made accordingly. 

Machinery purchased under a Hire-Purchase agree* 
ment, or an agreement to pay by instalments, should 
be depreciated on the original cash value of the 

machinery", and not on the actual instalments paid. 

* • 

(5) Loom Plant and Tool s. 

Assets of this nature cannot be satisfactorily 
depreciated by way of a percentage, and the better 
method is by revaluation, especially in the case of 
Engineering concerns, where they may be made on the 
premises. 

(6) Furniture. 

Wear and tear of furniture should be provided f6r 
by depreciation on the .Reducing Instalment system, 
at the rate of from 5 to 12| per cent, per annum, 
according to circumstances, repairs being charged to 
Revenue, and renewals to the Asset Account. 
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(7) Fixtures and Fittings. 

Depreciation on Fixtures and Fittings should be 
provided for in the same ■way as for Furniture, but 
where the Fixtures are on Leasehold premises, and pass 
to the Landlord, provision should be made on the same 
basis as for the Lease. In estimating the rate of 
depreciation, it should be remembered that whereas 
Furniture can be removed, and thus will always 
possess some value, any. value attaching to Fixtures 
and Fittings is usually irrecoverable on removal from 
the promises. 

(8) Patents. 

Patents suffer depreciation from effluxion of time, 
since a Patent is only granted for a period of 14 years, 
though it may be subject to extension in certain cases. 
Lb is desirable, therefore, that tin value of the Patent 
should be written off during its official life, although 
in many cases a residual value remains in the shape of 
Goodwill, built up during the continuance of the 
Patent. Sometimes *the Master Patent*is so protected 
by subsidiary Patents that the asset remains of con- 
siderable value. 

Other causes of depreciation affecting Patents are 
obsolescence, the impracticability of working the Patent 
at a profit, or failure to induce the public to buy the 
patented article. It by no means follows, therefore, 
that a Patent remains of value during the whole of its 
life, and consequently revaluation in such cases should 
bo resorted to. In no case should the value be written 
up, even though it prove to bp much in excess of the 
cost price. 

Fees incurred in taking out the Patent are of a 
capital nature, but renewal fees for maintaining the 
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Patent should be charged to Revenue, and not debited 
to the Patent Account. 

It is preferable to adopt the Fixed Instalment 
system when it is desired to write off the whole cost of 
the Patent over a term of years. 

(9) Copyrights. 

Similar considerations apply to Copyrights as to 
Patents, except that the term ’of Copyright is con- 
siderably longer, being, with certain exceptions, the 
life of the Author and a period of fifty years after his 
death. As the vast majority of Copyrights do not 
retain any value during the greater part of their life, 
depreciation cannot be based on that period, and pro- 
vision by way of revaluation of each Copyright is the 
only really satisfactory method. Further remarks on 
this subject will be found in Chapter V., § 7 (7) and 
Chapter XV., § 23. 

(10) Horses. , 

Horses depreciate through age, and according to the 
manner in* which they are worked. Any rate of 
depreciation that may be taken must necessarily be in 
the nature of an estimate, and it is preferable to work 
on a basis of revaluation. In any event revaluation 
should take place not less than once, every five years. 

(11) Goodwill. 

The question is frequently discussed as to whether 1 
Goodwill suffers depreciation which requires to be ■ 

: dealt with in the same manner as depreciation on other 
: Fixed. Assets. There can be no doubt that the value 
ql tlie Goodwill of a business may be less tfe ; ; 
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price at which it was purchased, owing to alteration 
in trade conditions, or to different management. Hie 
value of the Goodwill is usually based on the average 
of the profits, and if the average profits are not main- 
tained, such value must necessarily fall. . 

Goodwill, however., is by ils very nature an in- 
tangible asset, and if the amount at which it stands 
in the books is shov n separately on the Balance Sheet, 
it is apparent that a portion of the capital of Hie 
business is represented by this asset, which must be in 
any event of a hypothetical value. 

Goodwill, therefore, i not consumed or exhausted 
in the process of earning income ; it is not subject to 
wear and tear, or to obsolescence ; it docs not suffer 
depreciation as a necessary consequence of carrying on 
business ; and it does not require to be renewed. Its 
value bends to increase w hen profits increase, and to 
fall when profits tall. At the period when it might be 
_ considered most desirable to wiite down the Goodwill, 
the profits earned may not admit of this treatment. 
When Goodwill is written down, it is written down in 
periods of good profits, and as a result a secret reserve 
may be formed. 

So long, therefore, as the Goodwill is not written 
up, but remains in the Balance Sheet at cost, the 
Auditor need not concern himself with any fluctuation 
in its value. 


§ 7. — Repairs and Renewals. 

' In discussing the question of depreciation, it has 
been stated that repairs and small renewals should in 
all cases be charged against revenue, and the Auditor 
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should ascertain whether this has been done. The 
distinction between small renewals which should be 
charged to revenue, and replacements which can be 
treated as additions to capital, provided the rate of 
depreciation has been sufficient, is sometimes difficult 
to define. It is advisable for the Auditor to examine 
all amounts debited to t lie asset account, and, by 
selecting certain items for enquiry, to satisfy himself 
that the treatment is a proper ope. 

The practice of debiting all expenditure on the 
asset, whether in the shape of Repairs, Renewals, or 
Replacements, to the asset account, and relying upon 
a heavier rate of depreciation to adjust matters, is 
very undesirable, since it tends to conceal the real cost 
of maintenance, and may easily result in expenditure 
being improperly capitalised. 

Where the expenditure on Repairs is of a variable 
nature and considerable in amount, the estimated 
average charge under this heading should be debited 
to Revenue, and credited to a Maintenance Reserve' 
Account, the Actual repairs in each year being debited 
to the Maintenance Reserve Account, the balance of 
which should be carried forward, and separately stated 
in the Balance Sheet. 

If such balance is a debit balance, there is no reason 
why it should not be carried forward, so long as it is 
likely to be recouped by subsequent instalments ; but 
the Auditor should satisfy himself on this point, since 
the fact of a debit balance being created may be due 
to the inadequacy of the annual charge, which in such 
cases should be increased. In any event the amount 
of the annual charge will require to be carefully 
watched, and adjusted from time to time. 



[Chap. IV. 

160 PRACTICAL AUDITING. 

§ 8. — Reserves. 

Reserves may be of two classes— General and 
Specific. 

A General Reserve is an amount set aside out of 
profits in order to provide additional working capital, 
or to strong! hen tlie liquid resources, and to be avail- 
able for contingencies. 

A Specific Reserve is an amount set aside out of the 
profits to provide for some probable or estimated loss 
on the realisation of certain assets, or in respect of 
pending transactions. 

*(a) General Reserves. 

It is not the duty of the Auditor to concern himself 
with the adequacy or otherwise of the amount placed 
to General Reserve, since this is a matter of financial 
policy. Frequently, however, he may be called upon 
to advise as to the amount that should be carried to 
Reserve, and as to whcthei it is preferable to retain 
it in the business, or to specifically invest it. Where 
additional working capital may be usefully and profit- 
* ably employed in the business, it is sound financial 
policy to leave such profits in the business, since the 
amount so utilised will probably earn a far higher 
return than if it were invested in gilt-edged securities. 
Where, however, it is desired to reserve more than 
can be profitably utilised in the business, a specific 
investment in gilt-edged securities should be made, to 
the extent of the amount so set aside. In this manner 
realisable assets can be utilised at any moment, should 
there be a sudden call upon the business. A Reserve 
so invested is therefore a source of considerable 
strength. The fact, however, that the Reserve is not 
invested in this manner, but is retained In the business. 
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is not by any means a sign of weakness, since it may 
, imply that the business is progressing, and consequently 
requires further working capital. At the same time 
the existence of such a Reserve depends entirely upon 
the values placed on the assets, and if such values are 
excessive, owing to the omission of proper provision for 
depreciation, or from other causes, the Reserve may 
only be a nominal one, or may be considerably smaller 
in fact than the ligmv at which it appears in the 
Balance Sheet. 

Where a General Rcseive is invested outside the 
business, it is called a Reserve Fund. This term is 
frequently applied where the Reserve is not repre- 
sented by specific investments, but by the general 
assets of the business ; and although the use of this 
phrase in 'this connection is to be deprecated (since 
the term Fund to most people implies some actual 
investment which can be realised at a moment’s notice), 
opinion remains divided on the point. In order to 
avoid misconception, it is preferable to use the term 
Reserve Account rathci than Reserve Fund, where the 
Reserve is not represented by specific investments 
outside the business. Further lemarks on this subject 
will be found in Chapter IX., § 1 1. 

(b) Specific Reserves. 

A Specific Reserve is utilised where a loss is antici- 
pated, but, the amount thereof being unascertained, it 
cannot be finally dealt with. As, however, the loss 
will have been incurred before the date of the Balance 
Sheet, the Profit and Loss Account should bo debited 
accordingly, a Specific Reserve Account being credited. 

Such Reserves may be made to provide for losses 
likely to be sustained on the realisation of certain 
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assets, or to provide for accruing liabilities, the precise 
amount of which is not known, and which will not, 
result in the acquisition of corresponding assets. 

Instances of the former class arc Reserves for Bad 
Debts, Discounts, &c., and it is the Auditor’s duty 
to satisfy himself that all estimated losses have either 
been written off or provided for in this manner. 

The following are instances of Specific Reserves in 
respect of unascertained liabilities : Reserve against 
loss resulting from a fire not fully covered by insurance, 
Reserve against loss on Bills discounted likely to be 
dishonoured. Reserve against costs or damages under 
* an action pending, Reserve against claims not admit ted. 
Such Reserves are sometimes recorded under the 
heading of Suspense Accounts. The Auditor should 
ascertain that due provision has been made for all 
contingencies of this nature of which he is aware. 

(1) Re scree for Bad Debts. 

The question of Bad and Doubtful Debts from the 
Auditor’s point of vjpw has been fully* dealt with in 
Chapter III. § 9 (d). Having ascertained in the manner 
there described what provision he considers should be 
made under this heading, the Auditor should chock 
the Bad Debt Reserve Account in the Impersonal 
Ledger, and see that the necessary entries have been 
made. 

Frequently the Bad Debt Account apd the Bad 
Debt Reserve Account are combined, the actual Bad 
Debts written off being debited against the Reserve 
brought forward from the previous year, and a credit 
balance carried down equivalent to the extent of the 
new Reservo that is necessary. The difference on the 
account will then represent the amount necessary to 
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debit to Profit and Loss, being composed of the actual 
\Bad Debts written off after the adjustment of the 
opening and closing Reserves, and so representing the 
full charge for Bad Debts for the year. It is sometimes 
preferred, however, to show the actual Bad Debts 
written off separately in the Profit and Loss Account, 
apart from the adjustment of the Reserve. 

It has been pointed out that it is not the duty of 
the Auditor, as Auditor, to make the reserves he con- 
siders to be necessary, neither has he power to do so 
unless instructed by his client, in which case he acts 
in the capacity of Accountant. Where the reserves 
made are, in his opinion, insufficient, and he cannot 
persuade his client to increase them, he must deal 

with the matter in his Report. 

* 

(2) Reserves for Discounts. * 

The necessity for the provision of a Reserve against 
Cash Discount on Outstanding Debtors, and the antici- 
pation of Cash Discount in respect of Outstanding 
Creditors, is a matter of opinion ; but where the 
principle has once been adopted, the Auditor should 
see that it is continuously carried out. The argument 
in favour of the provision of such a reserve is that it is 
desirable that the book debts should appear in the 
Balance Sheet at the amount which it is expected 
they will ultimately realise, and that, as the proportion 
upon which Cash Discount will probably be allowed 
can be ascertained from previous experience, the same 
should be taken into account. 

The argument against the necessity for such pro- 
j Vision is that as Cash Discount is an allowance made ; 

of the debtor paying his ; account ^ 
'term' of credit,.. the. 
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such discount is conditional, and does not accrue until 
tho debtor pays. Moreover, as the discount is granted 
for the purpose of inducing the debtors to pay their 
accounts as soon as possible, it may be regarded as 
an expense attendant thereon. The more rapidly the 
debts can be realised, the less will bo the working capital 
required, and the more frequently can that capital be 
turned over in the course of the trading period. From 
this point of view, therefore, it may very well be 
argued that the expense of Discount should be charged 
against the period which receives the use of the 
money. 

The Auditor, therefore, can point out the desirability 
of providing such reserves, but they cannot be regarded 
as essential, and the omission to provide for them 
cannot be said to affect the accuracy of the Balance 
Sheet. 

The amount of the provision necessary will be 
calculated cither on each individual debt, or, more 
usually, by way of percentage on the outstanding 
debtors, the rale of .which will be based on the dis- 
count allowed in relation to the turnover of previous 
years. 

The anticipation of discount in respect of outstand- 
ing creditors should not be permitted, unless reserve 
is made agauist discount on outstanding debtors. 
Similar principles will apply as to its calculation. 


(3) Reserve for Depreciation of Investments. 

Where a considerable number of Investments are 
held, and the market value thereof at the date of the 
Balance Sheet is less than the book value, it may be 
advisable to provide for the depreciation that has 
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occurred. The most convenient method of doing this 
is ( to create an Investment Reserve Account, by debiting 
Profit and Loss Account, and crediting a Reserve 
Account with the difference between the total market 
value of the Investments and their book value. 

If this method is adopted, it will be unnecessary to 
adjust the value of each investment on the occasion 
of each Balance Sheet, the Reserve Account being 
adjusted from time to time accoiding to circumstances. 
In the event of any loss aiisiiig on realisation, this will 
be debited to the Reserve Act ount instead of to Profit 
and Loss Account. In the Balance Sheet the Reserve 
Account should be deducted from the Investments. 


(4) Insurance Hesern s. 

It is customary in some businesses, where the 
amount of Insurance is considerable, for a portion of 
the risk to be taken by the business, cither in respect 
of Fire, Marine, or Employers’ Liability. \\ here this 
is done an amount equivalent to, the premium which 
would have been paid, had the insuiance been effectid 
outside, should be credited to an Insurance Reserve 
Account, which should be allowed to accumulate, 
any losses arising thereunder being debited thereto. 
Strictly speaking, such accumulated premiums should 
be invested outside the business, so as to be easily 
available in the event of loss arising, and in such cases 
the Insurance Reserve Account is termed an Insurance 
Fund, and will be represented by investments on the 
other side of the Balance Sheet. Where, however, 
transactions of this nature are not numerous, and the 
amount of the accumulated premiums is insignificant, 
specific investment thereof is not usually made. 
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The Auditor should ascertain that proper provision 
has been made under this heading, and that no proijjt 
is taken in respect of such transactions until the 
amount ot the accumulated premiums is considerably 
more than is sufficient to cover any probable loss. 

This subject more partieulailv affects Shipping 
Companies, and will be discussed more fully in 
Chapter XV., § 2S. 


4? 9. — Contingent Liabilities. 

The Auditor should ascertain whether there are 
any transactions outstanding at the date of the Balance 
Sheet which may involve the payment of moneys at 
some subsequent date. Such outstandings are termed 
“Contingent Liabilities,” and may be of two classes: 
in the one case involving a loss should the liability 
accrue, and in the other case involving the acquisition 
of an asset or corresponding \ alue. 

Where, in the event of the liability accruing, loss 
would be incurred, the amount of the contingent 
liability should be stated on the face ot the Balance 
Sheet by way of a note, and where necessary reserve 
should be made accordingly. The most familiar in- 
stance is Contingent Liability on Bills Receivable 
discounted. If at the date of the Balance Sheet any 
of the bills that have been discounted are outstanding, 
there will be a contingent liability in respect thereof, 
since if the acceptors do not meet the bills at maturity, 
the holders will have a right of recourse against the 
drawer or any prior ondorser. As it may not be 
known at the date of the Balance Sheet whether all 
these bills will be met, a note should be inserted stating 
that there is a contingent liability in respect of bills 
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under discount amounting to £ (the face value 

of the bills). Where it is anticipated that any bill will 
be dishonoured, and that a loss will be subsequently 
incurred, provision should be made accordingly. 
In many cases, by the time t lie Audit is completed 
several of the bills will have matured, and it will be 
only in respect of those outstanding that the Auditor 
should consider the advisability of reserve being made. 

Other instances ol Contingent Liabilities which 
might involve a loss, should they accrue, would be 
damages and costs in the case til an action pending, 
forward contracts, guaiantees lor third parties, and 
speculative transactions open on the Stock Exchange. 
The last-mentioned will be considered m Chapter XV., 
§ 34 . 

In many eases where, should a liability accrue, it 
will involve the acquisition of a corresponding asset, 
it is usual to make no mention of it upon the Balance 
Sheet. Instances of this are contingent liabilities 
under trade contracts, or under agreements for service, 
or for the erection of plant or buildings, though where 
the amount involved is considerable it is advisable to 
note it. The contingent liability in respect of shares 
partly called up, held by way of investment, should be 
disclosed. 
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CHAPTER V. 

THE VERIFICATION OF ASSETS. 


§ 1. — General Considerations. 

The most import ant duty of the Auditor, apart 
from his examination of the books of account, is the 
verification of the assets appearing in the Balance 
Sheet. If the transactions have been correctly re- 
corded in the books, evidence will appear therein of 
all the assets that have been acquired in the course of 
business ; but it is not sufficient for the Auditor to 
verify the correctness of the Balance Sheet as shown 
by the books- he must go further ^ and verify, by actual 
inspection or otherwise, the existence of the assets. 
The fact that there is an entry in the books recording 
the asset does not prove that the asset itself exists, 
even though the Auditor may have vouched the 
accuracy of the entry. The entry only goes to prove 
that the asset ought to exist, and it is the duty of the 
Auditor to satisfy himself that the asset actually does 
exist ; and if his inspection or examination of evidence 
takes place after the date of the Balance Sheet, he 
must satisfy himself that the asset existed at the date 
of the Balance Sheet. 

In the case, however, of those assets which con- 
tinually change in the ordinary course of business, 
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such as CaRh, Bills Receivable, and, in some cases, 
Investments, an inspection should be made either at 
the closo ot business on the day of the Balance Sheet 
Or as soon thereafter as possible. If transactions have 
occurred subsequent to the date of the Balance Sheet, 
and prior to the date of examination, these must be 
vouched, in order to prove the existence of the asset 
at the date of the Balance Sheet. Where dealings are 
numerous, and delay has taken place, the difficulty of 
verifying in tins manner ‘is considerable. 

One of the commonest forms of fraud is the mis- 
appropriation of cash or other assets of an easily 
negotiable character, and in verifying such assets the 
Auditor should take every precaution in order that he 
may not be deceived by any substitution of assets ; 
c.g. where there are several cash balances, the Auditor 
should call for the production of all these at the same 
time, since, if he examines them on different days, a 
portion of one balance may be utilised to make good 
a deficiency in another. In a similar manner, where 
there are a large number of investment 1 ?, care must be 
taken to sec that they are all produced at the same 
time. It must be remembered that it is possible for 
negotiable assets to be fraudulently pledged. Unless, 
therefore, proper precautions are taken, the assets 
that have already been verified by the Auditor may be 
utilised to free those that have been pledged, which, 
being thus released for the Auditor’s inspection, could 
be returned to the pledgee immediately afterwards. 
For this reason the Auditor must take such precautions 
as will enable him to satisfy himself that all the assets 
examines are free from any charge upon them 
$$$i0h. is not in order, and recorded in the books of the 


less. 
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* Another form of fraud, which the verification of 
assets serves to guard against, is the improper inflation 
of values, or the creation in the books of the record of an 
asset whicli does not exisl, or which in fact never lias 
existed. The object of this form of manipulation is 
inmost cases to increase the profits, and correspondingly 
to increase the assets, thus making the position of the 
business, as shown by the Balance Sheet, appear 
stronger than it actually is. . A •common instance of 
this is the inflation of sfock-in-tr.ule, cither by over- 
valuation or by the inclusion of fictitious items. 

The verification of assets, therefore, should include 
not only the verification of the existence of the asset, 
but also of the value at which it appears in the books, 
as far as it is possible for the Auditor to satisfy himself 
of this. 

Misappropriation of assets, inflation of profits, and 
falsification of flu* Balance Sheet, may not be delected 
by the Auditor it lie is negligent in the performance of 

his duties in this connection, and hi' may find himself 

• • 

liable for heavy damages in consequence. 

Documents of title deposited with Bankers, Solici- 
tors and others for safe custody, or for the purpose of 
reference or sale, should he actually insj>ectcd by the 
Auditor where possible. If this cannot be done, he 
should obtain a certificate from the holder, stating that 
the assets are held free from charge ; and where lie 
relies upon such certificate, he should state in his 
Report that he has done so. 

The verification of the different classes of assets 
common to most Balance Sheets will now be considered. • 
Assets of a special nature affecting particular businesses 
will be dealt with in Chapter XV. devoted to the 
Audits of different undertakings. 



[Chap. V. 

162 PRACTICAL ATTDrTIPro. 

§ 2. — Land and Buildings. 

(a) Freehold Property. 

The Title Deeds should be examined by the Auditor. 
Ho cannot, however, make himself responsible for the 
validity of the title ; nor should he attempt to verify 
it. That is the duty of the Solicitor, and it is sufficient 
if the Auditor ascertains that the Title Deeds appear 
to be genuine, and in order ; that they refer to the 
property, the existence of which he desires to verify, 
and that the sequence of the \ arious deeds composing 
the title appears to be complete. He should examine 
the last deed, and see that the property is duly con- 
veyed to his clients or their Trustees. 

If the property has been mortgaged, (he Title Deeds 
will be in the possession ot the Mortgagee or the 
Solicitor, and a certificate should be obtained ,to that 
effect. 

In the case of Freehold (1 round Rents, Title Deeds 
and counterparts of Leases should be examined by the 
Auditor, and it should be seen that the last (Ground 
Rent has been dul} received. 

If the land has been registered under (he Land 
Transfer Acts, a land certificate ill be issued, which 
the Auditor should inspect. This certificate states 
that the land described therein is registered with an 
absolute, qualified, good, leasehold, or possessory title 
(as the case may be). It may be in the possession of 
the owner of the property, or may be deposited at the 
Land Registry. New certificates arc not made out 
on the transfer of registered land, but a note of the 
transfer is indorsed upon the certificate. Except in 
special cases, all documents of title are retained at the 
Rogistry. 
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Subject to any depreciation that may be necessary 
in respect of buildings, the Freehold Property should 
appear in the Balance Sheet at cost. Tt is not 
desirable to write up the item, even though the actual 
value of the land may have increased, but where this 
course is followed, the method adopted must bt* clearly 
shown in the accounts. On the other hand, it is not 
usual to take account of any fall in the market value 
until realisation, when the. loss can be accurately 
ascertained. 

(b) Leasehold Property. 

The Lease should be inspected, and the Auditor 
should ascertain that all conditions, the non-fulfilment 
of which might involve forfeiture of the Lease, have 
been duly complied with, such as prompt payment of 
Ground Rent, maintenance of Fire Insurance, Covenants 
as to Repairs, &c. Similar considerations as to value 
apply as in the case of Freehold Property. 

Where Leasehold Property has been sub-let, the 
counterpart of the tenant’s agreement should also be 
examined. 

It should be seen that proper provision has been 
made for depreciation of Leases. 

(c) Copyhold Property. 

In the case of Copyhold Property, there are no 
Title Deeds, and a certified copy of the Court Roll of 
the Lord of the Manor should be examined. 

§ 3.— Investments. 

Where investments are numerous, the Auditor 
should have produced to him a Schedule of the Invest- 
ments, showing the full title of each Stock, the book 
value, a nd the market value as at the date of the 
Balance Sheet. 
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The w hole of the Investments should be produced 
at the same time, and where they stand in the name 
of individuals, as held in trust for a Company or Corpo- 
ration, a Deed of Trust should be produced. Where 
no such deed is m existence, the Auditor should obtain 
a letter from the parties, stating that they hold on 
behalf of flu* Company, free from any charge, and he 
should ad \ iso that a Deed of Trust be entered into. 
In all cases the Auditor should see that the particulars 
of the Investments correspond with those entered on 
the Schedule, especially where different classes of Stock 
or Shares are issued In the same Company. 

(a) Registered Stocks and Shares. / 

The term “ Registered ” implies that the name of 
the holder has been entered in the Register of the 
Company, and that a certificate has been issued in his 
name. The eertitieate will be examined, and the 
Auditor should see that it appears to be properly 
executed and sealed. 

Where Registered Stock has been sdld prior to the 
date of the Balance Sheet, but delivery has not been 
effected at the date ot the Balance Sheet, the certificate 
will not have been handed over, and should be produced, 
together with the Broker’s Sold Note, or if the 
Certificate has been sent to the Broker his receipt should 
be seen. 1 f delivery has been effected, it should be seen 
that the proceeds of sale ha\e been duly received. 

Where part of a holding has been sold, and the 
certificate for the total holding has been delivered but 
no new certificate has yet been issued, the Auditor 
should call for the Balance Certificate, which is an 
interim certificate, issued for ’the balance of the shares 
held, until the new certificate can be prepared. Some 
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Companies do not issue those Balance Certificates, but 
will certify the balance if called upon to do so. In 
other cases the transfer is endorsed on the back of the 
original Certificate. 

Where shares have been purchased and the Transfer 
Deed lodged with the Company for the purpose of 
registration, but the new certificate has not been issued 
at the date of the Audit, the Auditor should ask to see 
the Transfer Receipt. This wifi state that a transfer 
has been lodged, transferring certain shares from one 
party to another, and will be sufficient evidence of 
ownership. These Transfer Receipts are not always 
issued, but can be obtained if required. 

In the ease of man) American concerns, certificates 
are issued the title in which passes by delivery and 
indorsement on the back. Where the • purchaser 
desires to be registered, his name must be inserted on 
the indorsement as Transteiee, and a new certificate 
will be issued to him on delivery' ot the old certificate 
properly indorsed. Where, however, it is not antici- 
pated that the stock will be held for any length of time, 
it is not usual to till in the name ot the Iransferee, or 
to obtain a new certificate, and the old certificate 
indorsed by the Transferor in blank will be sufficient 
evidence, if the name is a good market name 01 the 
signature is guaranteed, t hough it should be remembered 
that in this way the document ot title becomes a bearer 
document until the name of the Transferee is filled in. 

Some forms of British Government Securities may 
be registered as mentioned below'. 

(b) Inscribed Stocks. 

No certificate is issued to the holder of this class 
of stock, but his name is inscribed in the Register of 
the Stock kept at the place of inscription, which will 
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usually he either the Bank of England, the London 
County and Westminster Bank, Lothbury, or the 
Crown Agents for the Colonies. British Government 
•Stocks, such as Consols, War Loans, War Bonds, 
Annuities, Local Loans, &c., may be inscribed in this 
manner ; also India 3 and 3 A per cent. Stocks, a large 
number ot Colonial Issues, London County Council 
Stocks, and many Municipal Issues. 

At the time ot purchase of Inscribed Stock a Stock 
Receipt is issued, setting forth the nominal amount 
purchased and the consideration , but this receipt does 
not require to be delivered on the sale of the stock, 
and consequently possesses no value as a document of 
title. In order to verify the existence of stock at the 
date of the Balance Sheet, a form of certificate should 
be obtained from the Bank of England, or other place 
of Inscription, which should be filled up with par- 
ticulars of the Stock, and the names of the persons to 
whom it is inscribed, and sent to the Bank for verifi- 
cation. If in order, the certificate will be returned 
duly signed on behalf of the Bank, a*nd is evidence 
that so much stock w as held on the day in question ; 
but this certificate does not require to be delivered 
on sale, and consequently a fresh certificate must be 
obtained on the occasion ot each Audit. The appli- 
cation for the certificate must be signed by one of the 
stock holders, and a fee of 6d. on each stock, with a 
minimum fee of Is., must be paid, except in certain 
cases’. The certificate will be sent direct to the Auditor, 
if instructions are so given, and it is advisable that 
this should be done, in order to prevent the possibility 
ot any alteration in the figures. The Bank should also 
be asked to furnish a letter stating that no distringas or 
other restraint is recorded against the Stocks in question. 
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* 

(c) British Government Securities. 

The vast amount of Government borrowings arising 
in consequence of the War, and the fact that practically 
every business concern holds Securities of this nature 
in one form or another which have to be verified by 
the Auditor, render it desirable to mention the 
principal types of Securities. * 

(1) per ant. Consols. This was the principal 
Government Security bet ore the war, but a largo 
portion of the Issue lias now been converted 
into various Wav Loans. 

(2) 3J pn end. 1025 28 and 4« per cent. 1025-45 
Wat Loans, aie, like (’on sols, either inscribed 
at the Bank of England or issued in the form of 
Bearer Bonds. 

(3) 5 pit rent. War Loan . 1020 17 may either be 
inscribed at the Bank of Kitgland, transferable 
by Deed, or take the form of Bearer Bonds, 
and the same remarks apply to the 4 per cent. 
War Loan 1029 45. In flic ease of the 5 per 
cent. Loan, the Interest is paid after deduction 
of Tax whether the Stock is inscribed or registered. 
The Tax is deducted whole the Stock is in the 
form 'of Beaier Bonds. 'Hie 4 per cent. Loan 
is issued free and no Tax is payable on f he Interest 
arising the) eon. 

(4) Exchequer Bonds weie issued for considerable 
amounts in the earlier years of the war at rates 
varying from 3 per cent, to (> per cent. The 
earlier series were in the form of Bearer Bonds, 
but the later ones can also be registered, and 
in that case the interest is payable without, 
deduction of Tax. 

(5) National War Bonds. - The issue of National 
War Bonds was an experiment in continuous 
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borrowing, which proved an enormous success. 
They are either 5 per . Bonds subject to Tax, 
or 4 per cent, free of Tax. The Interest 6n the 
registered 5 per cent. Bonds is paid without 
deduction of Tax. The Bonds are redeemable at 
a premium. 

(6) Tmtsun/ / 'Ml s. . The issue of Treasury Bills 
was the principal method by which floating 
• indebtedness was met throughout the war. 
The \so Bills weir, issued tor three, six or twelve 
months either In tender or at fixed rates. No 
Interest is payable* on the Bills, but they are 
issued at a discount, the difference in the price 
payable toi the Bill and the nominal amount 
thereof, rep i eventing flu* Interest. The documents 
are Bearer documents. 

Kxeept in the ease* ol the t pel cent. War Loan 
and the War Bonds issued tree of Tax, Tax is payable 
in respect of Registered or inscribed Securities as 
above-mentioned, notwithstanding the fact that the 
Interest is pa id gross in t he first inst anoe. The taxpayer 
is obliged to return the amount received in the year 
preceding the \ ear of assessment, and similarly in the 
case of the discount on Treasury Bills. Where Interest 
in this way is received gioss, the Auditor should see 
that provision for Income Tax. is made in the Accounts, 
(d) Bonds to Bearer, and other Securities. 

The Bonds should be examined, and it should be 
seen that the coupons for the next payment of interest 
are attached, as otherwise the Bonds are not good 
delivery. 

In the Case of Share Warrants to Bearer, where the 
dividends are not payable at fixed dates coupons for 
dividends will not bear any printed date. 

Where Stock lias only recently been issued, and 
all the Instalments or Calls have not been paid, De6ni' 
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tive Certificates or Bonds will not as a rule be seen. 
The document of title will then consist of the Letter 
of Allotment, w itli Bankers’ Receipts attached for the 
sums paid on application and allotment, calls, or instal- 
ments. Where Interim Certificates or Bonds have 
been issued, and tin* stock is only partly paid, the 
voucher for calls or instalments subsequently paid 
will usually take the form of indorsement on the 
document, which will continue to be held as evidence 
of title until it is ultimately {‘A changed for a definitive 
certificate or bond. 

(e) Verification of Values. 

Investments should appear in the Balance Sheet 
at cost, and brokers’ bought notes will be sufficient 
evidence of the price paid. The necessity or advisa- 
bility of providing for depreciation can only be con- 
sidered in relation to the present value of the Invest- 
ments, and the Auditor should therefore ascertain this 
as far as he is able to do so. 

In the case of stocks and shares quoted on the 
Stock Exchange, the Official List published at the date 
of the Balance Sheet should bo consulted. Stocks 
and shares not officially quoted may nevertheless be 
quoted by financial papers, and if so, such quotation 
should be referred to. 

Where no quotation exists, considerable difficulty 
is sometimes experienced in arriving at a fair estimate 
of the value. Inquiries can be made of the Secretary 
of the Company concerned, as to the recent prices at 
which shares have been transferred; but tliis is not 
necessarily a true criterion of the value, inasmuch as 
where no free market exists the purchase consideration 
does not always represent the actual value. In any 
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case, Hueh information is not sufficient, and the Auditor 
should ascertain what dividends have been paid 
recently on the shares, and if he is able to inspect a 
copy of the last Balance Sheet of the Company con- 
cerned, he will then have some material upon which 
to form an opinion. 

Investments .should not be written up except in 
special circumstances as in the case of Stock Exchange 
Accounts or changes in a Partnership; but on a 
revaluation of all the Investments a rise in the value 
of some may he set off against a fall in the value of 
others. 

§ 4. — Stock-in =Trade. 

As the correctness of the profits of a trading eoneern 
depends, to a large extent, on the accuracy of the 
valuation of the stock-in-trade at the date of the 
Balance Sheet, the verification of this asset forms an 
important part of the Auditor’s duties. At the same 
time such verification is attended by many more diffi- 
culties than in the vase of other assets, inasmuch as 
no entries will usually appear in the financial books, 
showing what stock-in-trade should be in hand. Where 
accurate stock records are kept, evidence is available 
which will materially assist the Auditor to satisfy 
himself as to the eoiTectness of the stock, but in the 
great majority of businesses such detailed accounts are 
not practicable. The Auditor cannot be expected to 
verify the existence of the stock by actual inspection, 
nor is it his duty to do so. He is not a valuer, and 
the technical knowledge of the trade concerned, which 
he may or may not possess, will not as a rule be sufficient 
to enable him to form %n opinion as to the correct 
valuation of the stock. He is usually unable# therefore, 
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to verify the existence of this asset, either by reference 
to the financial books or by actual inspection, and he 
cannot assure himself of the accuracy of its value by 
the methods which arc available in the case of other 
assets, such as Investments. Accordingly the verifi- 
cation of this asset must be performed by testing the 
accuraey of the stock sheets submitted to the Auditor. 

(a) Method of Stock-taking. 

Stock should be taken irfimediately after the close 
of the last day of the period, one person calling out 
the quantities and description of the goods, and another 
entering them on the Stock Sheets. The particulars so 
ascertained having been checked by two other clerks, 
a responsible official should enter the price at which 
each item of stock is to lie taken. Those w ill be extended 
by one clerk, and the calculations and casts checked by 
another. Each person should initial for the work he 
has performed, and the whole should be certified by a 
Chief Manager, Partner, or Director. 

Care should be taken to see lhat all goods not on 
the premises, but which form part of the stock of the 
business, and in respect of which invoices have been 
passed through, are included. Instances of this class 
are Stock in Transit, by land or water ; at the Docks ; 
in the hands of Agents or Customers ; or at Branches. 

On the other hand, no item should be taken into 
stock in respect of which invoices have not yet been 
passed through the books, unless the property therein 
resides in the purchaser at the date of the Balance 
Sheet, when it should be seen that the corresponding 
liability is also included. It should be ascertained that 
no goods are taken into stock which have been sold 
and treated as Sales, but not yet delivered to the 
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customers, and in the same way no goods held on 
bell a If of third parties, by way of consignment or 
agency, should be included. 

Unless great care is exercised, errors are certain to 
arise in connection with stock-taking. In many cases 
the people employed to take stock are not connected 
with the book-keeping, and do not understand the 
distinction between one class of stock and another, or 
realise how seriously errors of this nature may affect 
the accounts. Consequently, active and efficient super- 
vision on the part of some responsible official is essential. 

(b) Basis of Valuation. 

Stock should be valued at cost or market price, 
whichever is low or at the date of the Balance Sheet. 
In no case should the value be higher than cost, even 
though the market value has risen, as this would result 
in taking profit before the sale is effected and the profit 
earned. On the other hand, a fall in the market value, 
due to a fluctuation in the price, need not be considered 
if the value has since risen. A permanent fall in value, 
however, must be taken into account. 

Stock is a floating asset , and as such must be brought 
into account at its realisable value, when that value is 
lower than cost. It is bought for the purpose of selling 
again at a profit, and if at the date of the Balance 
Sheet it cannot be sold at a profit, a loss has already 
been sustained, which must be provided for by bringing 
such stock into account at a reduced value. This 
operation is known as “ writing down,” and must also 
be effected in cases w r here stock has become obsolete 
or spoilt. , 

Manufacturing stocks can be divided into three 
classes — Raw Materials, Goods in course of manufacture, 
and Finished Goods. 
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( 1 ) Jiaw Materials. 

• Raw materials should be valued at cost or under, 
the prices being obtained from the invoices or market 
quotations. If any duty, freight or charges have been 
paid, a proportionate rate to cover these should be 
added. 

Where goods have been bought at various prices, 
and the stock cannot be distinguished as belonging to 
any one parcel, an average price should be taken, not 
however, in any event higher' than the market price. 

Where proper Stock Accounts have been kept, 
either in connection with a system of Tost Accounts or 
otherwise, the Stock of each class of material should 
be agreed with the Stock Accounts relating thereto. 
Differences will constantly be found to ovist, owing to 
breakage of bulk, &e. ; but these should not exceed a 
ceitain percentage, which can be arrived at from ex- 
perience. The cause of anj material difference should 
be traced, as if the actual stock is less than that shown 
on the Stock Account, the difference may be due to 
irregularities. *In any ease the actual stock as taken 
should be brought into account, and the Stock Accounts 
must be adjusted accordingly. 

(2) Goods in course of Manufailure. 

Goods may be in course of manufacture, either for 
stock or in fulfilment of contracts. In either case the 
basis of valuation should be the same. The cost of 
the raw materials utilised and the proportion of wages 
expended upon the goods should be taken ; to which 
may be added a percentage to cover Establishment 
Charges relating to manufacture. 

The term “Work in Progress” is generally utilised 
in' connection with Contract Work not completed, and 
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this will bo considered under the Audit of Contractors’ 
Accounts in Chapter XV., § 10. 

(3) Finished Goods. 

The same principles apply to the valuation of 
Finished floods as to the valuation of Goods in course 
of Manufacture, and where Cost Accounts are utilised, 
the Auditor should refer to these for the purpose of 
testing the prices. 

The question as to wliat percentage may be taken 
as reasonable to cover Establishment Charges is one 
of considerable importance, and it is frequently found 
that a very liberal estimate is made under this heading. 
It is sometimes contended that the percentage for 
Establishment (''barges should cover, not only actual 
manufacturing expenses, but also such items as Rent, 
Rates of Factory, Power and Light, Maintenance of 
Plant, Depreciation, (Salaries of Managers, and some- 
times even a charge to represent interest on capital 
employed at the Works ; but however desirable it 
may be to take these factors into account for costing 
purposes, and in fixing the selling price of an article, 
it is undesirable to take too much account thereof in 
the valuation of stocks. Each case, however, must be 
considered on its merits, and no hard-and-fast rule can 
be laid down. 

In no case should the value taken be in excess of 
the price at which similar stock could be purchased in 
the market. Sometimes during the early stages of a 
new business, or when a factory is not working at its 
normal capacity, the actual cost of production may be 
in excess of the market value of similar goods, and in 
such cases the stock should be valued at the lower 
price. * 
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(4) Stores, dec. 

Other classes of stocks may be on hand at the date 
of the Balance Sheet in addition to stock-in-trade 
proper, e.g. stores for the upkeep and maintenance of 
Plant and Machinery, Fuel, &c. Where those are of 
any consequence, it is desirable that a valuation thereof 
should be taken, in order that the amount charged 
against revenue may represent the actual quantity 
consumed during the period under review. In order 
to effect this, such stock should be brought down as a 
debit balance on the expenditure account to which it 
relates, and not included in the general total of stock- 
in-trade taken to the credit of the Trading Account. 

(c) The Auditor’s Duty in relation to Stock-in-trade. 

The extent to which the Auditor is responsible for 
the value of the Stock-m-lrade appearing in the 
Balance Sheet was considered in the case of the 
Kingston Colton Mill Co. (No. 2, 1896, I Ch. 331), which 
will be fully discussed in Chapter XII., § 3. It may be 
remarked here that the Court held that an Auditor is 
not a valuer ; ‘that it is not his business to take stock ; 
that in the absence of suspicious circumstances he is 
entitled to 'rely upon the representation of responsible 
officials ; and that he is not guilty of negligence if he 
accepts the certificate of such persons as to the value 
of the Stock-in-trade. 

The Auditor, however, should not confine himself 
to seeing that the .stock is duly certified, but should 
in addition satisfy himself by testing the Stock-sheets. 
The work that should be performed in most cases may 
be summarised as follows : — 

(1) Ascertain methods of stock-taking, and the basis 

^ ' of valuation. 

(2) Cast the Stock-sheets. 
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(3) Test some of the extensions. 

(4) Test some of the prices of the raw materials 
with invoices, and of goods partly and wholly 
manufactured with Cost Accounts, or whatever 
evidence may bo available. Where necessary, 
test prices with market quotations. 

(5) Compare the Stock-sheets with those of the 
previous period for the purpose of noting any 
variation in the prices at which similar classes 
of stocks arc* taken! and observing whether old 
or obsolete stock is properly written down in 
value. 

(6) Where quantity stock accounts are kept, examine 
these to ascertain that the quantities taken into 
stock agree therewith, subject to any adjust- 
ments that may be necessary. 

(7) See that the stock is properly certified by some 
responsible official, as taken at or under cost, and 
that all clerks occupied in entering and checking 
the sheets have initialled for their portion of 
the work. * 

(8) Compare the percentage of gross profit on turn- 
over with that of previous periods. In the case 
of a business where the average rate of gross 
profit is fairly constant, this test is of considerable 
value as a check upon the correctness of the 
stock ; since, if there is any increase or decrease 
in the rate of gro^s profit, which cannot be satis- 
factorily accounted for by a rise or fall in the 
cost of production, or the selling price, the 
•cause of the difference will usually be due to 
errors in stock-taking, or to the improper inflation 
of values. 

Such tests as the above, though not of themselves 
proving the correctness of the stock, will serve to 
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protect the Auditor against any charge of negligence, 
should errors or fraud afterwards be discovered. Where 
the Auditor is satisfied that the stock is correct, it is 
not usual for him to refer to the matter in his Report ; 
but where, owing to the nature of the business, or to 
the manner in which the stock has been taken, this is 
not the case, it is advisable for him to state in his 
Report that he has accepted the certificate of the 
officials, such statement being qualified, v here necessary, 
according to the facts ot the east*. 

Where stocks are in bonded warehouses, the 
warrants should be examined by the Auditor, and 
certificates should be obtained for all slocks in the hands 
of other parties. Documents of title to stock may be 
lodged with bankers or others at. security for advances, 
and in that ease the Auditor should obtain a certificate 
from such parties, and verify the amount of the loan 
so advanced. 

§ 5. -Loans on Security. 

*The verification of Loans on Security involves not 
only an examination of the Loan Account in the Ledger, 
but also of. the security lodged, iu order that the 
Auditor can satisfy himself that the loan is properly 
secured, and that there is a reasonable margin between 
the amount of the loan and the value of the security. 

The fact that interest is regularly charged up and 
paid on the due dates, is additional evidence of the 
existence of the loan. Interest in arrear for any length 
of time may indicate that the account is doubtful, and 
where it is added to the amount of the debt, it should 
be seen that further security is lodged, if necessary. 

When the Auditor does not consider the debt 
fully secured, and particularly in cases where the 

£ 
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interest is accumulating without further security being 
lodged, lie should see that proper reserves are made 
to cover any possible loss. Where interest has not 
boon paid, it is sometimes left out of account altogether. 
This prevents the possibility of such interest being 
credited to revenue, and distributed as profit, when 
• it is never likely to be received. On the other hand, 
such treatment does not record the actual state of the 
Loan Account, and in the case of banks and other 
concerns whose business ’it is 1o advance money, it is 
usual to find the interest regularly charged up, the 
amount of such interest cither being fully reserved 
for, or taken to the credit of an Interest Suspense 
Account, which is brought forward as a liability, and 
not treated as profit until the interest is actually 
received. 

The nature of the security lodged against Loans 
varies with each class of business transaction. A Loan 
on the security of land, or any estate therein, is secured 
by way of a Mortgage, which may cither be- Legal, 
w^en the actual title in the land will be conveyed!) or 
Equitable, which may be effected either by a written 
instrument termed a Memorandum of Deposit, or by 
the deposit of title deeds only. 

Where the loan is secured by the transfer of posses- 
sion of movable assets or by the deposit of securities, 
the transaction is called a Pledge. 

The Auditor’s duties in connection with the verifi- 
cation of the more usual classes of Loans on security 
will now be considered. 

(a) Loans on Mortgage. 

On tlie occasion of the first Audit, the Mortgage 
Deed conveying the property to 'the Mortgagee should 
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be examined in detail, the following points being 
noted - 

(1) The name of the party to whom the property 
is transferred. If a Company, the names of 
the Trustees or nominees w'ill be inserted, and 
the Auditor should satisfy himself that they 
hold on behalf of the Company. 

(2) The particulars of the property transferred, 
which should coi respond with the title deeds of 
such property. 

(3) The amount of the Loan, and date* thereof. 

(4) Hate of interest payable. 

The above details are usually indorsed on the 
back of the Mortgage, and if the Auditor has verified 
them on the first occasion, it will not be necessary for 
him to examine the deed m detail at subsequent 
Audits. 

The Title Deeds deposited with the Mortgage Deed 
should be examined, the same considerations applying 
as in the ease of verification of frcvhold and leasehold 
properties, referred to in § 2 of this Chapter. 

The last -receipt lor Fire insurance should be 
produced, in order that it may bo seen that the property 
is protected against fire, and in the case of leaseholds 
the last receipt lor ground rent. 

In order to verily the value of the property, and to 
see that there is sufficient margin, the Auditor should 
inspect the valuer’s certificate, and should see that 
the amount of the advance does not exceed two-thirds 
of such value. Where the loan has been outstanding 
some time, and there is any possibility that the value 
of the property has diminished, a further valuation 
should be made. 

M £ 
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In tlie ease of a second Mortgage, the Mortgage 
Deed should be examined, and should recite the prior 
charge. The Title Deeds w ill be in the possession of 
1 lie iirst Mortgagee, and the Auditor will therefore not 
be able to inspect them, but an acknowledgment should 
be obtained from the first Mortgagee or his Solicitors, 
• stating that he has received notice of the second charge. 

Where, as in the case of Building Societies, there 
are a laige numbei ot Mortgage Deeds, special considera- 
tions apply, which are dealt with in Chapter XV., § 5. 

(b) Loans on Investments. 

The Auditor should examine the Schedule of In- 
vestments deposited as security for the Loan, and 
verify the investments in the same maimer as already 
described in § 3. 

In so far as the securities deposited are to Bearer, 
no question will arise as to transfer of the title, but in 
the case of registered or inscribed stocks, the Auditor 
should see that the stocks have been actually trans- 
ferred into the name ot the lender or his nominee. 

The deposit of the certificate issued to the borrower, 
accompanied by a blank transfer signed by him, wjiich 
is not completed and registered immediately, though 
it may constitute an equitable charge, will not of itself 
afford a complete security. This subject is fully con- 
sidered in Chapter IX., § 2 ({/). 

The values of the securities deposited should be 
tested by the Auditor in the manner previously indi- 
cated, in order that lie may ascertain whether there is 
sufficient margin to fully secure the loan ; and he should 
ascertain that the usual undertakings have been lodged 
to repay on demand, or at a fixed date with interest, or 
to deposit further security in the event of that held 
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depreciating by reason of a fall in market values during 
continuance of the loan. 


(c) Loans on other Security. 

Goods are frequently pledged for advances. 
Where the goods arc in transit* the complete set of 
Bills of Lading, duly endorsed in favour of the lender, 
will be deposited, together with the Insurance Policy. 
Where the goods are at the Docks, or in bonded or other 
warehouses, the dock warrants or warehouse certifi- 
cates, endorsed in favour of the lender, will be lodged. 
Where warrants or certificates have not been issued, 
Delivery Orders in favour of the lender will be lodged. 
Delivery, however, will not be made on such orders 
until all the rent and other charges accrued on the 
goods have been paid ; and the extent of any liability 
outstanding in this respect should be ascertained, as 
it may materially affect the value of the security. 
The Auditor should test the value of the goods by 
reference to market quotations, invoices, &c. 

In order to verify loans on personal guarantees, 
the guarantee should be seen. Under the Statute of 
Frauds it is necessary that this should be in writing 
and duly stamped. In order to ascertain whether the 
loan is secured, the Auditor must satisfy himself that 
the guarantor is good. 

Loans on the security of Life Policies, though they 
may be fully secured in the event of the immediate 
death of the Assured, should, only be regarded as 
secured to the extent of the surrender value of the 
.Policies. The Auditor should require the production 
ja statement from the Insurance Company, showing 
the surrender value, and ascertain that due notice of 



fOhap. V. 

182 ’ PRACTICAL AUDITING!. 

assignment has been given to the Company. The last 
receipt for premium should be inspected. 

A loan on the security of a Bill of »Sale will bo verified 
by inspection of that document. It should be seen 
that the Bill Inis been duly registered, and that all the 
requirements of the Hills of Sale Act, 1882, have been 
complied with. 

§ 6. —Bills Receivable. 

The balance of the Bills Receivable Account in the 
Impersonal Ledger will represent bills in hand at the 
date of the Balance Sheet, and if the Auditor attends 
on that date he should inspect the actual bills. In 
most cases, however, the verification will take place 
after the date in question, and consequently, the bills 
that have been met subsequently will be verified by 
vouching the (‘ash received. In the case of bills dis- 
counted since the date ol the Balance Sheet, the receipt 
of the proceeds will be verified. 

In examining the bills the Auditor should see that 
they are properly drawn and stamped, and that they 
are not overdue. Where there is any doubt as to 
whether the bills will be met, inquiries should be made, 
and it should be seen that sufficient reserve has been 
made if a loss is likely to be sustained. Where a bill 
has been retired since the date of the Balance Sheet, 
the new bill should be seen ; and where part of the 
original bill has been paid, it should be seen that the 
proceeds have been received, and that a new bill has 
been obtained for the ‘balance. 

Where transactions in bills are numerous, it is 
usual to place the bills in the hands of bankors or other 
agents for collection, when a Bills Collection Ledger 
will generally be found, containing accounts with each 
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bank or other party to whom bills are handed for 
collection, the Bills Receivable Account being credited 
and such parties being debited. The balances on such 
accounts will represent bills in the hands of those 
parties at the date of the Balance Sheet, and certificates 
should be obtained from them detailing the bills held 
at that date. The examination of such certificates 
by the Auditor will be sufficient verification. 

The Auditor should set* that a note of the contingent 
liability in respect of bills discounted outstanding 
appears on the Balance Sheet, and that piopcr reserve 
has been made in respect thereof if necessary. 

§ 7. —Other Assets. 

(1) Book Debts, 

The verification of book debts has already been 
dealt with at length m Chapter III., § 9 (fi). 

(2) Cash at Bank and in Hand. 

The verification of ('ash in Hand and at Bank on 
Current or Deposit Account, and of the Petty Cash 
balance, has been dealt with in Chapter II., §§ 6 and 7. 

(3) Endowment Policies. 

Endowment Policies taken out for the redemption 
of Incases, or Sinking Bund Policies for the redemption 
of Debentures, and other Policies ot a similar nature, 
should be verified by the inspection of the Policies, 
and the Auditor should ascertain that the last premium 
has been duly paid. 

(4) Assets abroad. 

Where the documents of title relating to assets 
abroad are not in this country, a certificate should be 
obtained from the agent, or other party holding the 
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same, and the Auditor should state in his Report that 
he has inspected such certificate. 

(5) Machinery and Plani. 

Although Machinery and Plant may form a con- 
siderable item in the assets of a business, the Auditor 
cannot verify the existence of the asset in the same 
manner as other assets dealt wit h in this Chapter. 
The evidence obtained by him in the course of vouching 
the expenditure inclined on this asset will serve to 
verify its existence, subject to due consideration of 
the questions of Depreciation and Repairs. 

Where Plant is revalued, either for Fire Insurance 
purposes or otherwise, the valuation should be examined 
by the Auditor, and it it below the book value lie 
should ascertain the cause ot the difference. 

In the case of Loose Tools and Plant, it is usual for 
a valuation to be taken each >car, and the item treated 
in the same manner as stock. Where this is done the 
Auditor will examine the Valuation Shgets, and 
ascertain that they are properly certified. 

(C) Patents . , 

Tn order to Aerify the existence ol a Patent, the 
actual Patent should be examined, and' where the 
Patent lias been purchased from another Party the 
Assignment should be inspected, and it should be seen 
that it has been duly registered. Where a considerable 
number of Patents are held, a Schedule should be 
presented to the Auditor, containing their registered 
number, date, description, and number of years un- 
expired. The last renewal certificate should also be 
examined, as unless this is taken out at the prescribed 
time, the Patent will lapse. Where Patents are held 
by a Company a resolution should be passed in respect . 
* of all Patents allowed to lapse. 
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The question of the valuation of Patents for Balance 
Sheet purposes has been considered in Chapterl V, , § 6 (&) . 

(7) Copy rights, f , 

Tfopyright is created by the Copyright Act, 1911, 
and means the sole right to produce or reproduce the 
work or any substantial part thereof in any material 
form whatsoever, to perform, or in the case of a lecture 
to deliver, the work or a 115 substantial part thereof in 
public ; if the work is unpubJislred. to publish the work 
or any substantial part thereof; and shall include the 
sole right : - 

(a) to produce, icproduee, perform, or publish any 
translation oi the work, 

(b) in the t ase of a diurnal u* woik, to convert it into 
a novel or other non dramatic work; 

(c) in the case o f a uo\ el or other noil-dramatic work, 
or of an artistic work, to concert it into a 
dramatic work, by wu\ of performance in public 
or other w isc , 

(d) in the case of .1 literan, dramatic, or musical 
work, to make any record, perforated roll, 
cinematogiaph film, or other contrivance by 
means ol which the work may be mechanically 
performed or delheied, 

and to authorise any such acts as aforesaid. 

►Subject to the provisions of the Act the Author of 
the work shall be first owner of the Copyright therein 
and the term for which Copyright subsists is, with 
certain exceptions, the life of the Author and a period 
of 50 years after his death. 

If the Copyright is assigned the Assignment must 
be in writing and should be examined by the Auditor. 
The question of the valuation of Copyrights has been 
treated in Chapter XI., § 6 (b). 
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THE AUDITOR OF A LIMITED COMPANY. 


§ 1. -The Appointment and Remuneration of 
Auditors. 

(a) Auditors appointed on behalf of the Compan>. 

The Appointment and Remuneration of Auditors 
is dealt with by § 112 of the Companies (Consolidation) 
Act, 1908, as follows: - 

112. —(1) Even company shall at * ich aium tl genei.il meeting 
appoint an auditoi oi anditois io lioUl ofh<< until tlu novt mnual 
gencr.il meeting. 

(2) IJ an dppomtimnl oi auditors is not made at an annual genetal 
meeting, tlio Hoard oi Tiade nun, on the application oi any member 
of the eoulpany, appoint an audit oi ot tin company for the eurient 
year, and fix tin* leinumi at ion to Ik paid to him bv the compan\ tor 
Iuh services 

(3) A director oi oltuci ol the <ompau\ shall not be capable ot 
being appointed audit oi ot the companv 

,(4) A pefson, other than a ntumg auditoi, .shall not be capable 
ol being appointed auditoi at an annual goneial meeting unless notice 
of an intention to nominate that person to the o trice ot auditor has 
been given by a shuiehohhi to the company not less than touiteen 
days before the annual general meeting, and the company shall send 
a copy of any such notice to the letuing auditoi, and diall give notice 
thereof to the shaieholdeis, eitlui by advertisement or m any other 
mode allowed by the articles ne>t Joss than seven days bofoie tbc 
annual general meeting 

Provided that it, altei notice ot the intention to nominate an 
auditor has been so given, an annual general meeting is called for a 
date fourteen days oi less aftei the notice has been given, the notice, 
though not given within the time required by this i>ro vision, shall be 
deemed to have been properly given for the purposes thereof, and 
the notice to be sent or given by the company may, instead of being 
sent or given within the time required by this provision, be sent or given 
at the same timers the notice of the annual general meeting. 
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(5) The first auditors oi flic company may be appointed by the 
directorn before the statutory meeting, and if ho appointed shall hold 
office until the first annua] general meeting, unless previously removed 
by a resolution of the shareholders ui general meeting, in which case 
the shareholders at that meeting may appoint auditors. 

(0) The dneetors may fill any casual vacancy in the office of 
auditor, but while any such vacancy continues the surviving or con- 
tinuing auditor or auditors, if any, may act. 

, (7) The remuneration of vlio amidols ot a company shall be fixed 

by the company in general meeting, except that the nun unei.it ion ot* 
any audiiois appointed before the statutory meeting, or to fill any 
casual vacancy, may be fixed f>\ the dneetors 

It will be observed, fliat although the Directors 
have power to appoint the first Auditors before the 
Statutory Meeting, such Auditors can be removed 
by a resolution of the Shareholders in (General Meeting, 
and in this wav the ultimate right of appointment 
rests with the Shareholders in every instance, with the 
exception of a casual vacancy. This emphasises the 
fact that the Auditor is responsible to the Shareholders, 
and acts on their behalf, and not on behalf of the 
Directors. In actual practice, as the Directors are 
agents for the Shareholders in conducting the affairs 
of the Company, the .Auditor will naturally come into 
personal contact with them in the course of his duties, 
and he will sometimes meet Directors who seem to 
consider that the Auditor exists merely to seal with 
his official approval the* accounts presented by the 
Board; but it should he remembered that the Auditor 
is the representative of the Shareholders, and his 
statutory duties relate to them. 

The clause relating to the appointment of an 
Auditor, other than a retiring Auditor, was first intro- 
duced in the Companies Act, 1907, owing to the 
method, sometimes adopted by Directors, where there 
was a difference of opinion between the retiring Auditor 
and themselves, of nominating another Auditor without 
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notifying the retiring Auditor of their intention so 
to do, and carrying the appointment of the new Auditor 
by means of the proxies at their disposal. Such 
procedure was in many eases detrimental to the general 
interests of the Shareholders, and was certainly a very 
poor reward for the Auditor who had too faithfully 
discharged his duties to them* The fact that notice' 
must be sent to the retiring Auditor, and to all Share- 
holders prior to the Shareholders’ Meeting, in the event 
of any Auditor other than the retiring Auditor being 
nominated, prevents any alteration in tlx* appoint- 
ment without the knowledge of all the Shareholders ; 
and the retiring Auditor is able to place Ins views 
before the Shareholders should he wish to do so. It 
is true that the Act gives no statutory power to the 
Auditor to attend a Meeting of Shareholders, but in 
practice he is rarely , if ever, refused admission. 

(b) Joint Auditors. 

Two or more Auditors are sometimes appointed, 
particularly in the case of large concerns, such as 
Banking or Insurance Companies, or where the Regu- 
lations of the Company so require. In such cases each 
Auditor is jointly responsible ; but where the work 
performed by the Auditors is divided by mutual 
agreement, it may be desirable for each Auditor to 
avoid responsibility for work he has not performed by 
a specific statement in the Report of the extent of the 
Audit carried out by each.' 

(c) Local Auditors. 

Companies carrying on business abioad, such as 
those possessing foreign branches or mines, frequently 
employ a Local Auditor or Auditors who audit the 
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Accounts locally and certify the same before trans- 
mission to tl»c Head Office. Such Auditors may be 
appointed by the London Hoard of Directors or by 
the- Local Hoard, or their appointment may be made 
by the Shareholder in General Meeting. The latter 
course is preferable as it lenders the Local Auditors 
•more independent and* they become directly respon- 
sible to the Shareholders. 

Where a Local Audit of this nature is performed 
the Company’ b Audiloi will not examine the Returns 
rendered in detail, but will confine himself to questions 
of principle, and to ascertaining that the Accounts arc 
properly incorporated in the Head Office Hooks. In 
his Report he should state that he has accepted the 
Foreign Returns as certified by the Local Auditor. 


(d) Auditors appointed on behalf of Classes of Shareholders 
or Debenture-holders. 

Auditors are sometimes appointed on behalf of 
separate classes of Shareholders, such as Preference 
or Founders’ Shareholders ; or on behalf of Debenture- 
holders. The duties of such Auditors arc net pre- 
scribed by Statute. 

(1) On behalf of P re fere net Shareholder*. 

An Auditor appointed on behalf of Preference Share- 
holders should principally direct his attention to 
ascertaining that the rights of such Shareholders have 
not been affected by any ‘treatment of the Accounts 
of the Company which could be called in question. 

Whore excessive reserves have been made for 
depreciation or bad debts, or sums have been plaoed 
to Genfral Reserve, which would have the effect of 
preventing the payment of the Preference dividend 
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for the current year, or reducing the amount thereof, 
the Preference Shareholders’ Auditor should represent 
his clients’ point of view to the Company, and if 
necessary report on the position. 

Where the Preference dividend has been or will 
‘be paid in full, the creation of excessive Reserves will 
not necessarily be detrimental *to the interests of the 
Preference Shareholders, and will be actually in their 
favour if they have preference as to capital. It should 
be understood, however, that in no case should the 
Preference Shareholders’ Auditor endeavour to reduce 
the Reserves below an adequate standard, even al- 
though this might have the effect of giving a tempo- 
rary advantage to his clients. 

(2) On behalf of Founder s' Shareholders. 

An Auditor appointed on behalf of Founders’ 
or Deferred Shareholders should ascertain that the 
rights of such Shareholders, with regard to the dis- 
tribution of profits, are duly regarded. 

In most cases Directors have power to put to 
Reserve before the payment of dividends, and where 
this is done the Auditor should satisfy himself that 
the proposed appropriation is in the general interests 
of the Company, and is not directed particularly 
against the class of Shareholders that he represents. 
He will report to his clients according to the facts of 
the case. 

(3) On behalf of Debenture-holders. 

An Auditor is sometimes appointed on behalf of 
the Debenture-holders, in order to protect their 
interests. He should see that the security afforded 
to his clients is not endangered, and that the clauses 
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of the Trust Deed relating to the provision of a Sinking 
Fund, the Redemption of Debentures, payment of 
Interest, &o., are duly carried out. He should verify 
the existence of the Title Deeds conveyed to the 
Trustees for the Debenture- holders, in the ease of a 
fixed charge, and ascertain whether the Company is 
in a position to deal with them without the authority 
of the Trustees. The question of Reserves, Deprecia- 
tion, &c., is important, as if these are not adequately 
provided for, before dividends are distributed, the 
general assets of the Company will be reduced, and 
thus the ultimate security available for the Debenture 
holders will be diminished. 

2. -The Status of the Auditor. 

(ai As Ajcent of the Shareholders. 

The question as to how far the Auditor is the agent 
of the Shareholders was discussed in S packman v. 
Evans (3 IIJj. 23fi), when Lord Chelmsford dissented 
from the view expressed in a previous ease, that the 
Auditors were, within the scope of their duty, at least 
as much the agents of the Shareholders as the 
Directors. He added, “It seems to me that it would 
be an unreasonable conclusion from this mode of 
appointment of these officers, that they were thereby 
constituted agents so as to conclude the Shareholders 
by their knowledge of any unauthorized acts of the 
Directors.” 

Lord Or au worth stated in the course of the same 
case : “ The Auditors may be agents of the Share- 

holders, so far as relates to the Audit of the accounts. 
For the purposes of the Audit, the Auditors will bind 
the Shareholders.” 
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(b) As an Officer of the Company. 

Tho question as to whether an Auditor is an officer 
of the Company is of particular importance, as it is 
only in his capacity as officer that lie can be held 
liable under § 215 of the Companies (Consolidation) 
Act, 1908, to contribute to the Company, in the event 
of winding up, any loss occasioned by misfeasance or 
breach of trust on his part. In 1 he ease of the London 
<(• General Bank (No. I, 1895, 2 CJi. 166) it was held 
that the Auditor ol a Banking Company, registered 
under the Companies Act, 1879, is an officer of the 
Company. Lindley, L.J., lead the section of that Act 
relating to Auditors, and said : It seems impossible 
to deny that for some purposes, and to some extent, 
an Auditor is an officer oi the Company. He is ap- 
pointed by the Company, lie is paid by the Company, 
and his position is described in the section as that of 
an officer of the Company. He is not a servant of the 
Directors. On the eontiary, lie is appointed by the 
Company to cheek the Directors, and for some purposes, 
-and to some extent, it seems to*me quite impossible 
to say that he is not an officer of the Company.” The 
Articles of this particular Company frequently referred 
to the Auditor as an officer of the Company, and thus 
further influenced the decision. 

In the ease of the Kinynlon Cotton J fill Co ., Ltd. 
(1896, 1 Ch. C), the Articles of the Company relating to 
the Audit of the Accounts were, in substance, the 
same as the Audit clauses of Table “ A ” to the Com- 
panies Act, 1862; but the Articles did not specifically 
rofer to the Auditors as officers of the Company. Not- 
withstanding this, it was held that there was no specific 
distinction between this case and that of the London 
and General Bank , and that the Auditor was an officer. 
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An Auditor who has never been properly appointed 
is not an officer of the Company. ( W extern Counties 
Steam Bakeries <t* Milling Co., Ltd., 1897, 1 Oh. 617.) 

• There ha.s Leon no further decision on the subject, 
but it would seem that since § 112 of the Companies 
(Consolidation) Act. quoted above, refers to the “office 
of Auditor ” in terms similar to the Act of 1879, an 
Auditor would be held to be an officer of the Company, 
in so far as his duties as Auditor are concerned. 

There are numerous sections of the Companies 
(Consolidation) \ct, 1908, under which, if default is 
made in oomph ing with the requirements thereof, the 
Company, and every Director, Manager, Secretary, 
or other officer of the Company, who is knowingly a 
party to the default, are liable to lines varying in 
amount according to the offence ; and it is interesting 
to consider whether an Auditor who, in the course of 
his duties, becomes aware of a default of this nature, 
might be held liable as being an officer of the Company. 
The point lias not yet come before the Courts, but it 
is one of .some practical importance, as from time to 
time the Auditor does become aware of such defaults. 
The question then arises as to his fluty under these 
circumstances, particularly where the default is per- 
sisted in. Probably it would be sufficient for him to 
give the Company notice in writing of his know- 
ledge of the default, pointing out the consequences 
thereof, and dissociating himself from any responsi- 
bility in connection with it. If he has done this, it 
cannot woll be said that he continues to be knowingly 
a party to the default. In any event, it could hardly 
(fee maintained that an Auditor is an officer of the 
Company for the purpose of making Returns to 
Somerset House. 
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§ 3. — The Powers of the Auditor. 

The powers of the Auditor are defined by § 113 (1) 
of the Companies (Consolidation) Act, 1908, as follow : 

113. -(1) Every «uiditoi ot a tom pan > 'shall have a right of acot^ 
at all times to the hooks ami accounts and \oucheis of the company, 
and bhull bo entitled to iequu< fiom the dueetois and o dicers of the • 
eompany such inform.it ion and < \ plan. d ion a*. may he necessary ioi 
tho performance ot the duties oi the a milfoil 

It will be observed that the Auditor lias a right of 
access at all times to the books, aecounts, and vouchers 
of the Company. He can therefore inspect these at 
any time he chooses. In practice it is usual for the 
Auditor to arrange a date a\ ith the Directors and it 
is not customary for him to attend without giving due 
notice. It is important, however, for the Auditor to 
remember that lie has a statutory power to attend 
without notice, and it may be necessary for him to 
exercise this power in cases where lie suspects fraud 
or irregularity. 

Tho phrase “ books, accounts and vouchers ” will 
include, not only the financial books of the Company, 
but all the books, whether statutory, statistical, or 
memoranda. Before this power was afforded, the 
Auditor was sometimes refused access to the Minute 
Book of the Company; but this is now no longer 
possible. In a similar manner the term “ vouchers ” 
will include all or any of the correspondence of the 
Company which may in any way serve to vouch for 
tho accuracy of the accounts. 

The power entitling the Auditor to require from 
tho Directors and officers of the Company such infor- 
mation and explanation as may be necessary for the 
performance of his duties as Auditor, is a mo^t important 
one. The power is very wide, and it would seem that 

the decision as to what information and explanation 

m2 
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is necessary is left in the discretion of the Auditor. 
If information or explanation is refused, on the ground 
that the Directors consider it is not necessary for the 
performance of the duties of the Auditor, the Auditor 
can report to the Shareholders that he has not obtained 
all the information and explanations he has required. 

In a < a so where negligence was alleged against the 
Auditors by the Directors of a Company who refused 
them access to the books for the purposes of the audit, 
the Court will not make an order on the application of 
the Auditors for access to the hooks, it being the 
practice of the Court, ’n eases affecting internal 
management, to direct that a Meeting of Shareholders 
be summoned to determine their wishes in the matter. 
The Auditors are the servants of the Company 
appointed by the Compam, and if the Company does 
not desire them to ait, no Court will, by mandatory 
injunction, force them upon it. (Cuff v. London and 
County Laud and IiuUdintj Co ., 1912, L. J. C. A. 426.) 

It ill be observed that the Act does not specifically 
state that a BnJancy Sheet must he presented to the 
Auditor, although the Auditor is required to report to 
the Shareholders on every Balance Sheet, laid before 
them in General Meeting. It is the' duty of the 
Directors to prepare the Balance Sheet for presentation 
to the Auditor, and consequently the books ought to 
be presented to the Auditor balanced. It cannot bo 
said to be the duty of the Auditor to balance the 
books, neither should he undertake to do so, unless 
specially requested by the Directors, when he will be 
acting in the capacity of Accountant, and not as 
Auditor. Any additional work of this nature should 
be specially remunerated. 

Where the Company’s accounts are kept on a 
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system of which the Auditor does not approve, he 
cannot require the Directors to amend their system, 
but he can request them to do so, and in the majority 
of cases the Auditor’s advice will be followed. Where, 
however, the suggestions are not carried out, he should 
only refer the matter to the Shareholders, if in his 
opinion the system employed is detrimental to their 
interests. Should the method of recording the ac- 
counts be so inadequate as to result in insufficient 
evidence being available, the Auditor must state that 
he has not obtained all the information and explana- 
tions he has required, owing to the inadequate method 
of account-keeping adopted. 


3 4. -The Duties of the Auditor. 

The duties of the Auditor are defined by § 113 (2) 
of the Companies (Consolidation) Act, 1908, as 
follows : - 

113. (2) 'I lu auchtois si., ,11 ni.ikc .iiipoil to tho sluteholdeis 

on the accounts (x.imuud h\ tin in, and on cvciy balance sin ct bud 
befoie the eonipam in £»emi il nutting dnmi& tluu lumic of office, 
and the i ciioi t shall stati 

(«) whet hoi 01 not tin \ haw obtained all the inhumation and 
o vplanat ions tin \ ha\t leijiun d , and 

( b ) whttlici, in thin opinion, the balamt sheet lihncd to m tho 
’ u»poit is piopuh diawn up so as to exhibit a tiuo and collect 
mcw ol (lie state of tin <ompany’s atiairs aceoMlm^ to the heat 
of then lidoimif ion and tlu explanations f»i\ou to them, and 
as shown by the books ot the company 

No limitation can be placed upon the duties of the 
Auditor under this section, eithor by tho Articles of 
the Company or by any resolution of the Shareholders, 

A clause in the Articles, giving the Directors of a 
Company power to form an Internal .Reserve Fund, 
which should not be disclosed on the Balance Sheet, 
and which should be utilised in whatever way the 
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Directors thought fit ; and providing that the Auditors 
should hare access to the accounts relating to such 
Reserve Fund, and that it should bo their duty to see 
that the same was applied to the purposes of the 
Company as specified in the Special Articles, but that 
they should not disclose any information v itli regard 
to the same to the Shareholders or otherwise was 
held to be ultra virrs, as being a limitation of the 
statutory duties of the Auditors, and inconsistent 
with § 113. (Newton v. Birtnin<jJinmJi'tmll Arms Go., 
1006, 2 Ch. 378.)" 

Buckley, J., said : “ Ynv regulations which pre- 
cluded the Auditors from availing themselves of all 
the information to which under the Act they are 
entitled, as material for the Report which under the 
Act they are to make as to the true and correct state 
of the Company’s affairs, are, 1 think, inconsistent 
with the Act.” 

The Auditor is not required to certify as to the 
correctness of the Balance Sheet ; all he is required to 
do is to report to *1 he Shareholders whether in his 
opinion it is correct. The phrase, “ according to the 
best of their information and the explanations given 
to them,” was first inserted in the Companies Act, 
1907 ; and although it limits the liability of the Auditor 
in one sense, it extends it in another. The Auditor will 
not be held responsible if he has acted on information 
and explanations which he believes to be bond fide, 
but which are as a matter of fact untrue or incorrect, 
provided he has exercised reasonable Bkill and diligence 
in testing the information supplied to him. On the 
other hand, the Balance Sheet may be correct as shown 
by the books of the Company, but there may be infor- 
mation at the disposal of the Auditor which would 
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indicate that the books, themselves A\ere incorrect, 
and he cannot report to the Shareholders in the terms 
of the Act, unless he takes account of such knowledge. 

Tn the same m.mnci the phrase, “ as shown by the 
books of the Company,” limits the liability of the 
Auditor to some extent. He cannot be held respon- 
sible for transactions which .’tie omitted from the 
books, unless by the c\ei(ise of reasonable skill and 
diligence he could Inue dixco\ered them. At the 
same time the duty of the Auditor is not eontined to 
computing the Balance Sheet with the books to see 
that it agrees. On tins point the remarks of Bindley, 
L.J., in re London <(■ (it until flank ; (No. 2, 1895, 2 Cli. 
682), are pertinent : 

“ Th< Vuditoi s Ihnihss i lo asuitain and stale the 

true financial position ol th< i omp in \ it the Him oi tlio Audit* and 
his duty is confined to Hut Bui (lien < uns th< question How is 
ho to asceitam such position > Hu aiiswu is By < xaniining the 
hooks of the Company Bui hi does not disihaige Jus duty by doing 
tb5s without inquiry, and without taking airv tiouhh to see that the 
books of 1 lie Oompuiy (hi nights show tin (otiipiu\ s (mo position 
He must take leison.ihh ( ui to isrntain that tin \ do Unless ho 
doos this, his dutv will In woisi thin a t uci The \uditor, 

liowovei, is not bound to do more than imkisi h asonabh caie and 
bkill in making tin liiqunus i ml mwstig itious Hi is not an msuioi , 
lie docs not guaianti c Ih it tin hooks do < om ( tlv show the true position 
of th^ Company s alfaus II is obligation is not so oncious as 

this lie must Ik hornet tint is In must not certify what ho 

does not belli \e to b< Inn and In inn t tike icasonable care and 
skill before he lulu \es that wli it In mtilns is tine 

Further duties falling upon the Auditor under the 
Companies (Consolidation) Act, 1908, are referred to 
in § 65, under uhich the Auditor, if appointed before 
the first Statutory Meeting, must certify the Statutory 
Report issued to the Shareholders, so far as it relates 
to certain matters; and in § 26, under which the 
statement in the form of a Balance Sheet required to 
he filed with the Annual Summary, must be audited 
by the Company’s Auditors. The Auditor’s duties 
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under § 65 of the Act are considered in Chapter IX, § 7, 
and those under § 26 of the Act in § 7 of this Chapter. 

The duties of the Auditor of a Private Company are 
the same as those of the Auditor of a Public Company, 
with the exception that it will not be necessary to Audit 
the Statement in the form of a Balance Sheet, as this 
need not be filed with* the Annual Summary; or the 
Statutory Report as this need not be filed. 

It is sometimes assumed that because the great bulk 
of the shares in a Private’Company are held by one or 
two individuals, who may be Directors, such persons 
have the right to vary the duties of the Auditor, and 
place restrictions upon what he shall or shall not do. It 
need hardly be pointed out that any such attempt to 
limit the rights and duties of the Auditor is ultra vires. 


"§ 5. The Auditor’s Report . 

Where the Auditor is satisfied that the Balance 
Sheet is in order, and does not consider it necessary to 
make any additions* to the statutory wording, the 
form of his Report will be as follows : — 

“ In accordance with section 113 of the Companies {’Consolidation ) 
Act, 1908, I beg to report to the shareholders that I have obtained 
all the information and explanations 1 have required. 1 have examined 
the above Balance Sheet with the books and vouchers of the Company, 
and am of the opinion that the same is properly drawn up so as to 
exhibit a true and correct view of the state of the Company’s affairs 
according to the best of my information and the explanations given 
tb me, and as shown by the books of the Company.” 

Where a difference of opinion has arisen between the 
Auditor and the Directors as to the treatment of certain 
items in the accounts, or the correctness of the Balance 
$ueet, and the Directors do not see their way to adjust 
the accounts as. the Auditor may desire, the latter 
must tpmlify his Report accordingly. 
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The following illustration is given of an Auditor’s 
Report made subject to qualifications. 

“ In accordance with section 113 of the Companies (Consolidation) 
Act, 1908, I beg to report to the Shareholders that I have received all 
the information and explanations I have required. 1 have examined 
the above Balance Sheet with the books and vouchers, and desire to 
draw the attention of the Shareholders to the following points : — 

(1) Stock to the, value of £5,000 has beqn pledged to secure advances. 
In my opinion this fact should have been disclosed on the face 

. of the Balance Sheet. 

(2) A considerable quantify of copper has been taken into stock 
at market price, which is in exc.oss.of cost price to the extent of 
£15 per ton. In my opinion such stock should have been 
valued at cost, as no profit had been earned at the date of the 
Balance Sheet, the stock not then having been sold. The. 
stock sheets have been certified as correct by the Managing 
Director. 

(3) Included in the Debtors is a Book Debt of £2,000 which "has been 
outstanding two years, but. which the Directors consider to 
be good. The evidence, afforded is not sufficient to enable me 
to take this view, and I am of opinion that the debt is doubtful, 
and that a reserve should be made against it. 

(4) No provision has been made for depreciation of leasehold 
premises and plant and machinery, but. I understand the 
Directors propose to submit to the Shareholders a resolution 
to appropriate £2,000 of the profits for this purpose. In my 
opinion the depreciation for the year (which 1 estimate at 
£2,500) should have been charged to the, Profit and Loss Account 
as an expense before arriving at the profits available for appro- 
priation, when the assets in question would have appeared in 
the Balance Sheet at their proper value. 

Subject to ’the above remarks, I am of opinion that the above 
Balance Sheet is properly drawn up so as to exhibit a true and 
correct view of the state of the Company's affairs according to the best 
of my information and the explanations given to me, and as shown by 
the books of the, Company.” 

Strong pressure is sometimes put upon the Auditor 
to induce him to refrain from making certain comments 
in his Report, on the ground that the fact of his doing 
so will be detrimental to the interests of the Share- 
holders, and he is sometimes asked whether he cannot 
indicate in more or less general terms the point at 
issue without specifically f stating , the facts. The 
Auditor who allows himself to be persuaded to do this, 
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runs the very serious risk of being held to have failed 
in discharging his duty to the Shareholders. 

Lindley, L.J., said. In re London it* General Bank 
(JSo. 2, 1895, 2 Ch. 082) : 

“A prison whose dutj il is to com ov inhumation to others does 
not discharge th.il duty l>v simply giving them so much information 
aft is calculated to induce them oi some ol them to ask for more. In- 
formation and means ol infoimation aie by no means equivalent 
tenns. . . An Audit oi who gives Sliaieholders the means oi infor- 
mation instead of mioim.ition m lespeet oi a Company's financial 
position, dot's so at ln^ jm id, and urns the veiy serious risk of being 
held judicially to lia\e tailed to thschaige Ins duty.” 

When the Companies Act, 1907, was passed, the 
provisions of which were subsequently merged in the 
Companies (Consolidation) Act. 1908, the Council of 
the Institute of Charteied Accountants in Kngland 
and Wales obtained the joint opinion of eminent 
Counsel on the clauses particularly affecting Auditors. 
That opinion vas as follows: 

(1) In our opinion the Auditors’ HepoTt to be made pursuant to 
paragraph (2) ot section 10 of the Companies Vet, 1007, should, in eases 
whore the Audilois have no special comments to make, run as follows : 

Jtcpoit ol the Auditors to the hhai< holders of 
Limited. • 

We have audited the Balance Sheet ol the 
Limited, dated tin* daj (»t and (heie identify 

it as: “aboxc set forth’* oi “within contained,” or “a copy of 
which is annexed hereto and initialled b\ us,” or “ a cop> of which 
has been initialled by us ”). 

We have obtained all the inhumation and explanations we 
lm've required. 

In onr opinion such Balance Sheet is properly drawn up so 
as to exhibit a true and eonect view ol the state of the Company's 
affairs according to the best ol our information and the explana- 
tions given us, and aw shown by the books of the Company. 

We consider that the Keport should identify very clearly the par- 
ticular Balance Sheet to which it refers, so that there may be no room 
fpr after-dispute or confusion, and no danger that by mistake or other- 
wise the Balance Sheet submitted to the Shareholders, though bearing 
the proper date, should not bo the one actually referred to in the Bcport. 

Perhaps the surest mode of identification is to write the Beport 
at the, foot, or endorse it on the Balance Sheet tor be submitted, for by 
these means the two documents are made inseparable \ or in other 
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words, the Report runs with the Balance Sheet. But, as above appears, 
there are alternatives open. In any case the Auditors should keep a 
copy of the Balance Sheet they audit, and place a memorandum of 
identity thereon, so that if the question arises they may be able to 
testify certainly as to the matter. 

(2) Under the section, the Auditors’ Report is to be attached to 
the Balance Sheet, or referred to at the foot thereof. In tho former 
case wo consider that tho attachment should be effected either by 
printing tho two documents continuously on the same sheet of paper, 
or by fastening the Report to the Balance Sheet. We consider that 
the best mode of attachment is that the Report should be written or 
printed at the foot of the Balance Sheet, or endorsed thereon. 

(3) If the Report is nut attached to the. Balance Sheet, there should 

at the foot of the Balance Sheet, bo words referring to the Report, 
e.g. “ The Report to the Shareholders of Messrs. , the 

Company’s Auditors, on the above Balance Sheet, is dated the 

day of , and is open to inspection.” 

In our opinion it is for the Directors to make the reference and 
settle the form thereof, and not for the Auditors. 

(4) In our opinion the Act docs not impose on the Auditors the 
duty of seeing that the Report is attached to the Balance Sheet, or 
referred to at the foot thereof. This duty, we consider, is imposed on 
the Company and its Directors. 


(5) It appears to us that it is not the duty of the Auditors to see 
that the Balance Sheet is signed by flic required number of Directors. 
Sub-section (3) of section 19 clearly contemplates that the Balance Sheet 
is to be issued after tho Report has been made, for a copy is to be attached 
or referred to. As to cases in which t here arc no officers called Directors, 
the Balance Sheet should he signed by tho manager or other person 
occupying tho position of Director, for section 30 of the Act of 1900, 
with which the Act of 1907 is to bo read ( see section 52), provides that 
the term “ Directors ” includes any person occupying the position 
of Director, by whatever name culled. 


(G) In our opinion it is not tho duty of the Auditors to supply to 
Shareholders, when requested, copies of tho Balance Sheet and their 
Report, or to furnish information to individual Shareholders. 

(7) In our opinion the statement in the form of a Balance Sheet 
referred to in section 21 of the Act, of 1 907 is a document to be submitted 
by the Directors to the Auditors for audit. The document must contaih, 
afth^scction requires, a summary of the Company s capital, liabilities 
and assets riving such particulars as would disclose tho general nature 
"t StobEta if. »d low fto vino o. ttc taod mote h» 

bfeen arrived at, but it is not necessary to includo in it a statement of 
oroflt or loss We consider that in many cases the last audited Balance 

but where the Balance Sheet does not state how the value of the filed 
aiete has been arrived at, it would; in order to comply with the sectton, , 
Sdi be Supplemented by a note or memorandum attfbg how. littU 
: value of stjwh assets yas arrived at. .... 
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Where the Balance Sheet, whether supplemented as aforesaid or 
otherwise, is adopted for the purposes of the section as a statement 
in the form of a Balance Sheet, it should, in our opinion, be accom- 
panied by a copy ot the Report of the Auditors on such Balance Sheet ; 
and if it is so supplemented, the Auditors should certify tha.t according 
to* the best of their information the method specified in the supple- 
mentary note or memorandum has been adopted. 

We consider, however, that it is open fo the Directors to frame 
the statement “ in the form of*a Balance Sheet ” referred to in section 21 
in more general terms than the Balance Sheet, provided that it com- 
plies with the requirements of the sect ion ; but in such case the statement 
must be audited by the Company's Auditors, and the result of the audit 
should bo certified at the fooj of the statement. 

c 

(8) As to the general duties of the Auditors, under section 19 of the 
Act of 1907, we consider that they should perform these duties with due 
regard to the provisions of the Company’s Articles of Association, in 
so far as those Articles are consistent, with the Acts, and that they 
should call for all such information and explanations as they consider 
requisite to enable them to make the Report to the Shareholders con- 
templated by the section. They should not have the least hesitation 
in reporting fully as to any unsatisfactory features in the position. 

Lastly, we do not consider that the Auditor's duties are limited 
to a comparison of the figures in the Balance Sheet and those in the 
books. No doubt he has to examine the books, but, as Lord Justice 
Lindley said In re Tlie London d: General Bank (1895,2 Ch. 683), “he 
does not discharge his duty by doing this without inquiry and without 
taking any trouble to see that the books themselves show the Company’s 
true position. Ho must take reasonable care to ascertain that they 
do so.” 

R. B. Finlay. 

Felix Cassel. 

A. R. Kirby. 

Francis 13. Palmer. 

Temple, 13th March, 1908. 


§ 6. — Tile Publication of the Balance Sheet and 
Auditor’s Report. 

Section 113 of the Companies (Consolidation) Act, 
1908, further provides as follows : — 

( 113. — (3) The balance sheet shall be signed on behalf of the board 
bytwo of the directors of the company, or if there is only one director, 
by that director, and the auditor’s report shall be attached to the 
balance or fbere shall be inserted at the foot of the balance ‘ 

reference tb the report, atod the report sb^U be read before fke 
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company in general meeting, and shall be open to inspection by any 
shareholder. 

Any shareholder shall be entitled to be furnished wth a copy of 
the balance sheet and nutlitois’ report at a charge not exceeding six- 
pence for every hundred words 

(4) li any copy of a balaiuc sheet which has not lu on signed as 
required by this section is issued, cnculated, or published, or if any 
copy of a balance sheet i-» issuul, cnculated, or published without 
either having a copy ot the .iiulitois’ it poll attached thereto or con- 
taining such re lei once to that upoit as is icquiml bv tins section, 
the company, and eveiy dimdoi, manage!, seeiet.uv, or other officer 
of the company who is knowmglv a paitv to the delault, shall on 
conviction he liable to a Jm< not exceeding tilt v pounds. 

(5) lu Ihe ease ol a banking company icgislcied altei the fifteenth 
day of August eighteen bundled and m verity nine 

(a) it the com pan > has branch banks beyond the himls ot Europe, 
it shall be sntficnnt d the auditoi is allowed access to such 
copies ot and cvtiaits tiorn the books and at counts of any 
such blanch as have bun fi uismitfed to th<‘ head office ot the 
companY m the Undid Kingdom, and 

(6) tlie hilame "licet must he sigmd bv the stentaiv or manager 
(if any), and when* time aie mo*e ihan thiee directors of the 
company by at h as! thin ot those dnectors, and wlieie there 
are not more than time dneetoi 4 - by .ill tin 1 duectois 

It is important to observe that the Auditor’s Report 

must either he attached to the Balance Sheet, or a 

reference thereto inserted at the. foot of the Balance 

Sheet. In the great majority of cases it is usual for 

this Report to be printed at the foot of the Balance 

Sheet. The choice, however, as to whether it should 

appear in this manner, or whether only a reference to 

the Report should be made, lies with the Directors; 

and if the Auditor’s Report contains references or 

information which it would be disadvantageous to the 

interests of the Company to publish, the Report is not 

as a rule printed. 

This alternative method was first instituted by the 
Companies Act, 1907. Under the old procedure the 
Auditor sometimes found himself in a difficult situation. 
In cases where his Report contained information of 
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importance, which it might have been detrimental to 
the interests of the Company to publish, he had to 
consider whether he should insert it his Report to 
be printed on the Balance Sheet, or whether he should 
sign a more or loss colourless Report for publication* 
referring therein to a separate Report, which would 
contain the information it was not desirable to make 
public. , 

The present law is free from these ambiguities. 
The Auditor has only to 'make one Report, and it is 
optional whether this is attached to the Balance Sheet 
or a reference thereto made on the Balance Sheet. 
The difficulties attendant on publication therefore no 
longer exist. The .Vet does not provide that the 
reference to the Report (if any) must be signed by the 
Auditors, and it would appear to be for the Directors, 
and not the Auditors, to make the reference, and 
settle the form thereof, which might be as follows: — 

The Repoit to the Shareholders of Messrs. X. Y. & Co., the 
Company's Audit ois, on tho above Balance Sheet, u* dated tho 
day of , and is open to inspection ” 

The Report must be read before the Shareholders 
in General Meeting, whether published with tho Balance 
Sheet or not, and any Shareholder is entitled to be 
furnished with a copy ol the Balance Sheet apid 
Auditor’s Report, on payment of the prescribed charge, 
though the phrase “ any Shareholder ” must be inter- 
preted in conjunction vith the succeeding soction, 
which reads as follows : 

114* (1) Ifohius of pieioience shares and debentures of a com- 

pany shall have tho same light to receive and inspect tho balance 
sheets of the company and the reports of the auditors and Other reports 
as is possessed by the holder* of ordinary shares m the company. 

(2) This section shall not apply to a private company, nor to a 
company registered before the first day ot July nineteen hundred and 
right. 
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This clause was included in the Companies Act, 
1907, and only applies to Companies registered after 
Hhe commencement of that Act. Previously it was 
common to find that Preference Shareholders had no 
right to inspection of the Balance Sheet and Report, 
unless their dividend was in arrear. This was mani- 
festly unreasonable, as Preference Shareholders are as 
much Members of a Company as Ordinary Shareholders. 
The extension of this right to Debenture-holders is a 
recognition of the fact that’, although they are not 
members, their interests are liable to be affected in 
the same manner as those of Shareholders, and conse- 
quently they ought to be afforded similar information 
as regards the position of the Company. 


§ 7. — Statement in the form of a Balance Sheet, 
required to be filed with the Annual 
Summary. 

Section 26 of the Companies (Consolidation) Act, 
1908, provides that the Annual Summary in the case of 
a Public Company must contain a statement in the form 
of a Balance Sheet, audited by the Company’s Auditors. 
Thd precise wording of the section is important, and 
is as follows : — 

26, — (3) The summary must also (except where the company is 
a private company) include a statement, made up to such date as may 
be specified in the statement in the form of a balance sheet, audited 
by the company’s auditors, and containing a summary of its share 
capital, its liabilities and its assets, giving such particulars as. will 
disclose the general nature of the liabilities and, assets, and how the 
! values of the fixed assets have been arrived at, but the balance sheet 
, need not include a statement of profit and loss, 

It should be noted that this statement is not. neces- 
sarily the same as the Balance Sheet submitted tb the 
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Shareholders at the (General Meeting. It must be in 
the form of a Balance Sheet, but need not include any 
statement of profit or loss. 

The statement must contain a summary of the 
Company’s Share Capital, its Liabilities and its Assets, 
giving such particulars as will disclose the general 
nature of those liabilities and assets, and how the 
values of the fixed assets have been arrived at. The 
latter requirement is important, and is not always 
easy to fulfil. Where the lived assets appear “at 
cost,” those words should be added ; and where de- 
preciation has been written off, the phrase “ at cost, 
less depreciation " should be used, although this will 
not necessarily imply that adequate provision has 
been made for depreciation; where the assets have 
been re-valued, the authority for the valuation should 
be referred to. 

It appears that the floating assets may be summar- 
ized considerably . items such as “ Sundry debtors, stock- 
in-trade, goods and other assets abroad ’’ being extended 
in one total; but m Ihe ease of fixed assets discrimina- 
tion must be made between those valued on different 
principles. In (iallotcuy \. Sch ill HeebohmAc Co. (1912, 
L. J. K. 13. 752), goodwill, trade marks, machinery, 
furniture and fixtures wme lumped in one sum with a 
note that the goodwill and trade marks were included 
at the sum at which they were taken over by the Com- 
pany, the remaining items being at cost, less deprecia- 
tion. The Court held that the iahie of the goodwill 
and trade marks must be separated from the value of 
the machinery, furniture and fixtures, and that it was 
not in compliance with the requirements of the section 
to include in oue item assets, part of which were valued 
" on one principle and the remainder on a different 
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principle, or to include in one item tangible and 
intangible assets. Where different considerations 
apply to the different classes of assets, it ip necessary 
to have separate figures given. For the purpose of this 
section goodwill is a fixed asset 

The statement must lx* made up to a date specified 
therein, but no particular date is required. In most 
cases, no doubx, the date aa ill he the same date as that 
of the Company’s Balance Sheet, hut this is not obli- 
gatory, and, where it is thought desirable to adopt 
another date, this can be done. 

The Statement must he audited by the Company’s 
Auditors, but the Act doe- not require that the 
Auditors should place an\ Certificate upon the State- 
ment, or specify an hat particulars such Certificate 
should contain. It is t he practice of Somerset House, 
however, to require the Statement to contain a copy 
of a Certificate b\ the Audit ois. In most, cases the 
Balance Sheet presented to the Shareholders is so 
framed that it can he utilised to comply with the 
requirements of this section. The printed Balance 
Sheet, with a printed copy of the Auditor’s Report 
attached, can then be inserted on the Annual Summary, 
and this will be accepted. As already indicated, 
however, the Company’s Balance Sheet may convey 
more information than it is desired to make public in 
this manner, or the Auditor’s Report may refer to 
certain matters Avliich it is not desired to disclose. 
Under such circumstances the Statement must afford 
the required particulars, and the Auditor’s Certificate 
might be worded as follows : - 

“ I have audited the above Statement iu the form of a Balance 
Sheet, and in accordance with $ 113 of the Companies (Consolidation) 
Act, 1908, I have made a Report to the Shareholders thereon.” 


o 
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§8. — The Auditor’s Lien. 

An Accountant lias probably a lien on Account 
Books for charges incurred in the writing up of such 
books {Burleigh v. Ingram (' lathe. Ltd., 1901, 27, Acct. 
L.R. 65); but it is doubtful whether an Auditor has 
such a right in respect. of books which he has audited 
even thougL he properly obtains absolute possession of 
such books, and imprenes the records therein during the 
course of his audit. 

In re A rthur Fraud*, Ltd (44, Acct. L.R. 61), a lien 
was claimed on books and documents in the possession 
of Accountants on the grou id that they had worked 
upon them and hud not been paid either their audit 
tees or accountancy charges S win fen Eady, J., made 
an order that the books should be produced to the 
Liquidators of the Company without prejudice to the 
lien, if any, of the respondents. 
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CHAPTER VII. 

THE COMPANIES ACTS, 1908 to 1917. 

• 

The Companies (Consolidation) Act, 1908, repealed 
and re-enacted the Companies Acts, 1802-1907, and this 
Act, together with the Companies Act, 1913, and 
those mentioned below, are known collectively as the 
Companies Acts, 1908 to 1917. It is proposed here 
to deal with those sections with which Auditors are 
particularly concerned. In the closing paragraphs 
of the Chapter the Companies (Particulars as to 
Directors) Act, 1917, and the Companies (Foreign 
Interests) Act, 1917, arc referred to. 

* 

§ 1. -The various Classes of Companies. 

(a) Limited and Unlimited Companies. 

Companies may either be (1) limited by shares, 
(2) limited by guarantee, or (3) unlimited. 

y§ 2 defines these classes as follows : - - 
\r 2. Any seven or more persona (or, where the company to be 
formed will he a private company within the meaning of this Act, 
any two or more persons) associated for any lawiul purpose may, by 
subscribing their names to a memorandum of association and otherwise 
oomplying with the requirements of this Act in respect of registration, 
form an incorporated company, with or without limited liability (that 
is tysay), either— 

(i) A company having the liability of its members limited by the 
memorandum to the amount, if any, unpaid on the shares 
respectively held by them (in this Act termed a company 

! limited by shares) ; or 

(ii) A company having the liability of its members limited by the 
memorandum to such amount as the members may respectively 
thereby undertake to contribute to the assets of the company 
in the event of its being wound up (in this Act termed a company 
limited by guarantee) ; or 

iii) A company not having any limit on the liability of its members 
(in this Act termed an unlimited company). 
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Under § 1 no Company, Association, or Partnership 
consisting of more than ion persons shall be formed 
for the purpose of carrying on the business of banking, 
or consisting of more than 20 persons for the purpose 
of carrying on any other business, that has for its 
object the acquisition of gaiq, unless it is registered 
as a Company under this Act, or is formed in pursuance 
of some other Act of Parliament, or Jitters Patent, 
or is a Company working mines within the Stannaries. 

In the event of the number of the members of a 
Company being reduced below seven persons, or in 
the case of a Private Company belou two, § 1 IT) 
provides as follows : — 

115. If at any lime the number oi mem bora of a company ia reduced, 
in the ease of a private company, below two, or, in ihe case of any other 
company, below seven, arid it eairies on business for more than six 
months while the number is so reduced. c\ery person who is a member 
of the company during the time that it so carries on business alter those 
six months, and is cognisant of the fact that it is carrying on business 
with fewer than two members, or seven members, as the ease may be, 
shall bo severally liable tor the payment of the whole debts of the 
company contracted during that time, and may be sued for the same, 
without joinder in the action of any other member. 

• 

(b) Public and Private Companies. 

Companies may be further divided into Public and 
Private Companies. The Act docs not specifically 
define a Public Company, but. it defines a Private 
Company, and all Companies limited by shares which 
are not Private Companies may be termed Public 
Companies. 

A Private Company is defined by § 121 as follows - 

121.— (1) For the purposes of this Act (ho expression “private 
company ” means a company wliieh by its articles — 

(a) restricts the right to transfer its shares ; and 

(b) limi ts the number of its members (exclusive of persons who 
are in the employment of the company) to fifty ; and 

(o) prohibits any invitation to the public to subscribe for any 
shares or debentures of the company. ' 
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(2) A private company may, ftubject to anything contained in the 
memorandum 01 articles, by passing a special resolution and by filing 
with the registrar oi companies such a statement in lieu of prospect ur 
as the company, it a public company, would ha\e had to file bcioie 
allotting anyoi ilia shares 01 debentui os, together with such a statutory 
declaration as tho company, it a public company, would have had to 
file befoic commencing business, turn it st 11 into a public company 

(3) Where two oi moie petsons hold one oi moio shares in a 
company jointly they shall, tortile pm pose oi this section, be treated 
as a single member 

Under the Companies Act, 1913, the law relating to 
Private Companies is amended. This amendment was 
necessary in consequence of the fact that before it was 
passed, a Company could constitute itself a Private 
Company by merely inserting certain provisions in its 
Articles in accordance with § 121 of the Companies 
(Consolidation) Act, 1908, without being under any 
obligation to pay regard€o those provisions. The effect 
of the Act is to make such provisions in the Articles 
operative, but in order to do this it was necessary to 
provide that the maximum number of members should 
be reckoned exclusive of persons who are, or have been 
in the employment of the Company and continue to be 
ifiembers. 

The following is the principal clause of the Act : — 

1. — (1) Wlieio the m tides of a company include the provisions 
which, by section 121 of the Companies (Consolidation) Act, 1908, as 
amended by this Act, arc required to be included therein in order to 
constitute tho company a private company for the purposes of that Act, 
and default is made in complying with any of those provisions, tho 
company shall cease to be ontitled to tho privileges and exemptions 
conferred on private companies under the provisions of that Act 
mentioned in the Schedule to this Act, and thereupon tho said 
provisions shall apply to the company as if it wore not* a private 
company ; 

Provided that tho <*ouvt, on being satisfied that the failure to comply 
with the conditions uas accidental or due to inadvertence or to some 
Other sufficient cause, or that on other grounds it is just and equitable 
to grant relief, may, on tho application of the company or any other 
interested and on Mich terms and conditions as seem* to tho 
court just and expedient, order that the company be relieved from such 
consequences $s aforesaid. 
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(2) In sub-section (1) of the .said soction 12i of the Companies 
(Consolidation) Act, 1908, toi paiagiaph (h) tlio following paragraph 
shall be substituted. — 

u (b) Limits the numboi oi its Members (occlusive of porsous who 
are in the omploviuout of the company and of persons who 
having boon foi inoi h in the employment of the company, 
were while m such employment and liavo lontinned after the 
determination of such employment to be members of tho 
company) to f.fty, and 1 '* i. 

(3) Every pnvatc company shall »emi with the annual list of 
members and summary lccjiured to be sent mulei section 26 of the Com- 
panies (Consolidation) Act, 190s, <i certificate signed by a duoetor or 
the societal \ that tile comparv hu> not, svneo the date of the last return, 
oi in the tase of a fu st icluin since the date of the incorporation of the 
company, issued anv unit. it ion to tlio public to subscribe for any shares 
or debentures of tho lompsmv , and wheie tlio list of mom hors discloses 
tho fact that the number of mcmbeis of the company exeoods fifty, also 
a certificate so signed that such excess consists wholly of persons who 
under section 121 of that Act, as amended bv this soction, are to be 
excluded in reckoning the number of fifty 

A Private Company in exempt from the following 
obligations imposed on Public Companies : 

(1) Minimum number of members may be two 
instead of seven. (§2.) 

(21 It need not file a otalcment in lieu of a pro- 
spectus with the Registrar of Joint Stock 
Companies. (§ 82.) . , 

(3) The restrictions on the commencement of 
business do not apply. (§ 87.) 

(4) The restrictions on the appointment of Direc- 
tors do not apply. (§ 72.) 

(5) The restrictions on tho allotment of share's do 
not apply. (§ 85.) 

(6) It need not file or forward to its members the 
Statutory Report. (§ 65.) 

(7) It need not include in its Annual Summary a 
statement in the form of a Balance Sheet. (§ 26.) 

(8) It need not give to its Preference Shareholders 
and Debenturfe-holders the right to receive and 
inspect the Balance Sheets of the Company, 
and the Reports of the Auditors, &c. (§ 1X4.) 
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§ 2.-^-The Memorandum. 

The contents of the Memorandum in the case of a 
Company limited by shares are defined by § 3 as 
follows : — 

3. In the case of a company limited by shares — 

(1) The memorandum* must state -- 

(i) The name of the company, with “Limited” as the 
last word in its name ; 

(ii) The part. of. the United Kingdom, whether England, 
Scotland, or Ireland, in which the registered office of tho 
company is to be situate ; 

(iii) Tho objects of the company ; 

(iv) That the liability of the members is limited ; 

(v) The amount of share capital with which the company 
proposes to be registered, and the division thereof into 
shares of a fixed amount. 

In the case of a Company limited by Guarantee, 
§ 4 requires that the Memorandum must state in 
addition to the particulars already dealt with above : — 

4* — (1) — (v) That each member undertakes to contribute to tho 
assets of the company in the event of its being wound up while he is 
a member, or within one year afterwards, for payment of the debts 
and liabilities of the company contracted before he ceases to be a 
member, and of the costs, charges, and expenses of winding up, and 
for adjustment of tile rights of the contributories among themselves, 
such amount as may be required, not exceeding a specified amount. 

The Auditor should peruse the Memorandum, and 
particularly the Objects clause, since occasionally the 
point may arise as to whether certain transactions are 
intra vires the Company. If transactions have been 
entered into which are not within the scope of the 
Objects clause, the Auditor should draw the attention 
of the Shareholders to the facts in his Report. Ow ing 
the comprehensive nature of most Objects clauses, 
pdwever, this contingency rarely arises. 

Thb if^morainduni must state* the amount of Share 
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* registered, and the division thereof into shares of a 
fixed amount, but need not afford any further definition 
of the classes (if any) into which the shares are or 
may be divided. These powers can be taken in the 
Articles A Company can at any time take powers 
in its Articles to issue shares with preferred or deferred 
rights, unless the Memorandum of Association ex- 
pressly prohibits it from doing so. (Andrews v. The 
Gas Meier Co ., 1897 1, Ch. 901 ; Ashlar i/ \. Watson, 
1885, 30 Ch. D. 370.) 

Where the rights of different classes of Shareholders 
have been unconditionally defined bv the Memorandum 
they cannot be altered (Ashbun/ v. Watson, 1885, 
30 Ch. J). 370), unless the sanction of the Court is 
obtained for a reorganisation of the Capital under 
§§ 45 or 120 of the Act, or unless the Memorandum 
itself provides for such variation. ( Carter wood v. London 
Music llall 1901, 2 Ch. 309.) 

§ 7 provides for the alteration of the Memorandum 
as follou s : - 

• 

7. \ company may not altci tlu conditions ton tallied in its 
memorandum ovcopt m the eases and in tin mode and to the extent 
for which expie^s provision is made m this A<t. 

A Company may alter its Memorandum in the 
following respects : - 

(1) By changing its name. (§ 8.) 

(2) By alteration of its objects. (§ 9.) 

(3) By alteration of its Share Capital. (§§ 41 & ’56.) 

(4) By reorganisation of its Share Capital. (§ 45.) 

(5) By reduction of its Share Capital. (§§ 46 & 56.) 

(6) By making the liability of the Directors 
unlimited. (§61.) 
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§ 3. — The Articles of Association. 

The Articles of Association contain the rules and 
regulations of the Company, and are dealt with in 
the following sections of the Act: - 

10 (I) The io may, m Ahe ease oi a company limited hy shaus. 

anel there shall m the case of a lompmv limited by guarantee oi 
unlimited, be registered with the memoi mdum articles ol jHRocntion 
signed by the* subscubcrs to the mcmoiandum and pnsuibmg icgula 
« Uons tor the company 

« 

(2) A i tides ot association may adopt all oi anv ot the regulations 
contained m Table V ui the First Sc Ik dull to this Vet 

(3) In the case oi ail unlimited tom pan v oi a company limited 
by guarantee the ai ticks, it the (oinptny haw a share capital, must 
state the amount ot sliaie capital with winch the company proposes 
to be rcgisttml 

(4) In the case oJ an unlimited company or a company hunted 
by guaiantce, if the tom pan y has not a shuit capital, the articles 
must state the number ot members with which the company proposes 
to be registered, toi the purpose ot enabling t lie iegifitiai to determine 

* the foes payable on legist lation 

11. In the ease ot a company limited hy shales and registered 
after the commencement ot this Act, if ai tides are not registered, oi. 
it articles are registeted, m so far as the articles do not exclude or 
modify the lcgulations m Table A in the First Schedule to this Act, 
those regulations shall, so tar as applicable, be the regulations of the 
company in the same manner and to the same extent as if they wcie 
contained in duly registered articles 

The majority ot Companies posset* special Articleb 
of their own, and the principal clauses arc usually 
as follows : - 

(1) A declaration as to how far the provisions of 
Table “A” apply, or ax bother they are ex- 

f pressly excluded. 

(2) A recital of the basis on xvhieh the Company 
. is constituted. 

(3) The regulations as to the issue of capital* 
minimum subscription, payment of under* 
writing commission, &c. 
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(4) Making calls. 

(5) Holding, transferring and transmission of 
shares. 

(0) Loans on, and forfeiture and surrender oi, 
shares. 

(7) Procedure at general meetings. 

(8) Votes of Members. 

(9) Directors their number, 1 enumeration, quali- 
fication, rotation, disqualification and removal. 

( 10) Appointment and powers of Managing Directors. 

(11) Proceedings and powers of the Board. 

(12) Accounts and audit. 

(13) Dividends and reserves. 

(14) Notices to Members. 

(15) Bights of Shareholders inhr m. 

It is important to note that, under j; II, if Articles 
are not registered Table “ A,” the model set of Articles 
in the First Schedule to this Act applies, and the Table 
also applies in so far as the separate Articles have 
not excluded or modified the regulations of Table “ A.” 
The provisions of Table 1> A” are dealt with in the 
succeeding Chapter. 

A Company can alter its Articles of Association 
under the following provisions : - 

13. — (1) Subject to the provisions ot this Vet and to the conditions 
contained in its memorandum, a company ina> by special resolution 
alter or add to its articles ; and any alleiation m addition so made 
< shall be as valid as ii originally contained m the ait teles, and be subject 
in like manner to alteration by special lesolution. 

The Company cannot deprive itself of this power 
to alter its Articles of Association either by statement 
in the Articles or by contract. Unless the rights of 
the various classes of Shareholders are dofined in the 
Memorandum, they can be altered by Special Resolu- 
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tion, although any such alteration must be bond fide 
exercised for the benefit of the Company as a whole, 
and he subject to the general considerations of equity, 
if it affects the rights of a minority of Shareholders. 

Any Special Resolution adding to or altering the 
Articles must be printed, and a copy filed with the 
Registrar of Joint Stock Companies, lilaeh copy of 
the Articles issued subsequently must have a printed 
copy of the Special .Resolution attached to it. 


§ 4. -The Register of Members. 

25. -(1) Every company shall keep in one oi nioie books a iegistor 
ol its membei s, ami entei thin m the iollownig paiticulars • - 

(1) The names and acidic hm*,, and Hit* occupations it any, of the 
membei s, and in the case ol a company having a share capital 
a stalumnt oi the shaies held by e.odi membei, distinguishing 
each shaie bv its number, and ot the amount paid oi agieed 
to be eonsideied ds paid on the -diaies of each member , 

(u) Tbe date at which each person was enfeied m the regishu ay 
a member , 

fm) Tbe date at whidi any poison ceased to be a membei. 

(2) If a companv fails to comply with tins beet ion it shall bo liable 
to a fine not exceeding the pounds loi eveiy day dining which the 
default continues , and eveiv direetoi and manager ot the company 
who knowingly and wilfully nuthouses or pci units the default bhail 
bo liable to the like penalty 

Under § 43, where a Company has converted any 
of its shares into stock, the Register shall show the 
amount of stock hold by each member instead of the 
amount of shares. 

If Share Warrants have been issued to Share- 
holders, the particulars must be entered on the Register 
under the following section ; — 

37.— (6) On tine issue ol a share warrant the company ghaU strike 
out of its register ol members the name of the member then entered 
therein as holding the shares or stoek specified in tbe warrant as if 
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he had ceased to bo a member, and sliiill enter in ihr register the 
following particulars, namely : 

(1) The fact of the issue of tlie warrant ; 

(ii) A statement of the shares or stock included in tin* warrant, 
distinguishing each share by its number; and 

(iii) The dale of the issue of tin* wairant 

(6) TIutil the warrant is siureudered. the above paiiieulais shall 
be deemed to be the particulais required* by this Act to be entered 
in the register of membeis ; and, on the suueiuler, the date of the 
surrender must be entered as il i( were the date at which a person 
ceased to b.e a member, 

• 

No notice ol any (rust ’may ho entered on the 
Register. 

27. No notice ot an t > imsi, ixpiessed, implied or constructive, 
shall be entered on the register, oi be receivable by the registrar, in 
the case of companies registered in rngland 01 Ireland. 

This section does not apply to Scotland, where it 
is the practice to enter notice of trusts. Under the 
Public Trustee Act. 1906, § 11 (5), the entry of the 
Public Trustee under that name in the books of a 
Company shall not constitute notice of a trust. 

Under §§ 34 and 35 provisions are made for the 
keeping of a Colonial Register. 

The following section protides for the inspection 
of the Register : - 

30. —(1) Tile register oi menibois, commencing from the date 
of tho registration oi the company , shall he kept at the registered 
office of the company, and, except when closed imder the provisions 
of this Act, shall during business hours (Subject to such leasonable 
restrictions as the company in genei.il meeting may impose, so that 
not less than two hours in each day be allowed for inspection) l>e open 
to the inspection of any member gratis, ami to (he inspection of any 
other person on payment of one shilling, or such less sum as the company 
may prescribe, for each inspection. 

(2) Any member or other person may require a copy of the legister, 
or of toy part thereof, or of the list and summary required by this Act. 
or toy part thereof, on payment of sixpence, or such less sum as tho 
company may prescribe, for every hundred words oi fractional path 
thereof required to bo oopied. 

(3) If any inspection or copy required under this section is refused, 
the company shall be liable for each refusal to a fine not exceeding 
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two pounds, and to a further fine not exceeding two pounds for every 
day during which the refusal continues, and e\ cry director and meager 
of the company who knowingly authorises or peimits the refusal shall 
be liable to the like penalty , and, as uspocts companies registered 
in England or Iiclmd, any judge of thf High Couit, 01 the judge of 
the court exercising the stannanes jurisdiction m the case of companies 
subject to that jurisdiction, m ly by ordei compel an immediate 
inspection ot the register 

Tlie Court has powci to rectify the Register under 
certain circumstances as follow s . 

32. -(l) if- 

(<0 the name of my person is, without sufficient ciuse, entered 
in oi omitted fiom the ugistci ot immhcis ol a comp my , or 

(b) default is undo or unneossiri chliy takes pi ice m entering 
on the ugistci the tact oi my person lm.ng ceased to bo i 
luointxi 

tli e poison kgMuwd oi my membu of the company, oi the company, 
ma) apply to the eomt for rcc title ttion of (he icgmter 


§ 5 The Annual List of Members and Summary. 

26. (1) K\uy comp in \ h iwng i slnrc < ipi( il shall once at 

least m oveiy year make 1 list of all pc isons who, on the iourtecnih 
diy iftci the fust oi only oidmuy gencnl meeting in the ycai, aie 
mem be is of the. comping, and oL all persons who ha\e ceased to be 
members suite the elite gt the list it turn oi (m the ease of the first 
return) of the incorporation of (he comp my 

(2) Ihc list must stitc the Dimes, addresses and occupations 
of all (he past and present me rnbeis tin lem mentioned, and the number 
of share s hold by eae h of the c xis+mg me mbe is at the date of the letuin, 
specifying shares trinblened suite the ditc of flit list return or (in 
the c iso of the fir-d return) ol the mcoipor ition of the company bv 
persons who aie still members and lme ceased to be members 
respectively and the dates ol registration of the transfers, and must 
contain a summary distmgurmmg between sharts issued for cash and 
shares issued as fully or partly paid up otheiwise than in cash and 
specifying the following particulars — 

(а) The amount of the share capital of the company, and the 
number of the shares into whnh it is divided , 

(б) The number of shares taken from the commencement of the 
company up to the date of tbe return , 

(e) The amount called up on each share * 

(d) The total amount of calls received 

(«) The total amount of calls unpaid , 
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(/) Th© total amount of the sums (if auy) paid l>y way ol com 
mission iu respect of any shares or debentures, or allowed by 
way of discount in respect of any debentures, since the date 
of the last return ; 

(< 7 ) Tlie total number of shares foifeited ; 

{h) The total amount of shares oi slock tor which share wairants 
are outstanding at the date of the return ; 

(i) The total amount of share warrants issued and surrendered 
respectively since the date of the la«t return ; 

{lc) The number of shares or amount oi slock comprised in each 
sharo warrant ; 

(l) The names and addressee of the persons who at the date of 
the return are the directors ot the company, or occupy the 
position ot direct <>r^, by whatever name called ; and 

(m) The total amount of debt due from the company m respect 
of all mo it gages and chaiges which are requited (or, in the 
ease of a company registered in Scotland, which, if the company 
had been registered in England, would be required) to be 
registered with the registrar oi companies under this Act, or 
which would have been required so to be registered if created 
after the firvl day of Julv nineteen handled and eight. 

(3) The summary must also (eveept where the company is a 
privato company) include a statement, made up to such date as may 
bo specified in the statement, in the lorm of a balance sheet, audited 
by the company's audilois, and containing a summary of its share 
capital, its liabilities, and its assets, giving such particulars as will 
disclose the general nature of tho^e liabilities and assets, and how 
the values ot the iixed assets have been armed at, but the balance 
sheet need not include a statement ol profit and los^. 

(4) The above list and summary must be contained in a separate 
part of the register of members, and must be completed within seven 
days after the fourteenth day aforesaid, and the company must forth- 
with fonvard to the registrar of companies a copy signed by the 
manager or by the secretary of the company. 

(5) If a company makes default in complying w ith the requirements 
of this flection it shall he liable to a fine not exceeding five pounds 
for every day during which the default continues, and every director 
and manager of the company who knowingly and wilfully authorises 
or permits the default shall be liable to the like penalty. 

The statement in the form of a Balance Sheet 
required to be filed in the case of Companies, except 
Private Companies, under sub-section (3 1 must be 
audited by the Company’s Auditors, and their duties 
in this connection have been discussed in Chapter VI. 
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The following is tho official form of the Annual 
List of Members and Summary as sot out in Form E. 
in the Third Schedule of the Act : — 

Summary of Shari, Oapii \l and Siivkls of the Coaipant, 

Limit* i>, made up to the day of 10 

(being the ioiuteenth day after the dat« of the first ordinary gencial 
meelmg in 10 ) 


Nominul shine capital i ‘divided into 1 


shares oi £ 
shares ot £ 


each. 

each. 


Total number oi shaies taken up 1 to the 
day oi 10 

(which number must agree with thetotal 
shown m the list as held by evisting 1 
members). 

Number oi shares issued subject to payment wholly in cash 

Number of shares issued as fully paid up otheiwise than ) 
in cash . . . . . . . . . . . ) 

Number of shares issued as paitly paid up to the extent ) 
of per share otherwise* than m cash . . . . ) 

There lias been called up on each of shares, £ 

There has been called up on each of shares, £ 

'There has been called-up on eaeli of shares, £ 

J Total amount of calls received, including payments on ) ^ 
application and allotment .. .. . . . ) 

Total amount (if any) agreed to be considered as {mid on ) 
shares which have been issued as fully paid C £ 
up otherwise than m cash . . . . . . ) 

Total amount (if any) agreed to be consideied aB paid on} 
shares which have been issued as partly paid > £ 
up to tlie exlitot of per share ) 

Total amount of calls unpaid . . . . . . . . £ 

Total amount (if any) of sums paid by way of commission } 
in respect of shares or debentures or allowed by way of > £ 
discount since date of last summary . . . . . . ) 

Total amount (if any) paid on 1 shares forfeited £ 


1 When there are shares ot different kinds or amounts (e*g*, Preference and Ordinary, 
or £10 or £5) state tho numbers and nominal values separately* 

1 Where factious amounts have been called or there are shares of different kinds state 
them separately* * 

1 1nclude what has been received on forfeited as as on existing shares. 

* State the aggregate number of shares forfeited (if any). 



§ 5 .] 


THE COMPANIES ACTS, 1908 TO 1917. 


225 


Total amount of slures and stock for which share wan ants ) 
are* outstanding . . . „ ) 

Total amount of share* wairauta issued and surrendered ) ^ 
respectiveh since date ol la*! supimaiy \ * 

Number of shares or amount ol stock comprised m each ) 
share warrant ) 

Total amount of debt due from tin company m rebpee t of 
all mortgages and < barges which aie ic quilt d (oi, m the 
case ot a company registered m Scotland, which, li the 
company had been registered m PngJind, would be 
required) to be h gist ered with the registrar of companies, 
or which would inquire registration it created after the 
hist d iv ol Juh, nine lee n hunched Ind eight 

SrAThMfNl in the form ol a balance shed made up to the day 

of 19 eontamiug the* particulars of the capital, 

liabilities, and asHds of the compain 

The Return must be bigned at the end l>> the manager or seeietaiy 
ot the company 

Presented foi tiling by 


List ot Piusons holding sliaies in the Company, 

Limited, on the dij ot 19 and ol 

persons who have held shares tl»< urn at any time since the date 
of the last return showing their names anel addresses and an 
account oi the shares so held 


Tnaiien Vddhe si aNI 
Oku ihonn 


A< COL NT < I SlfAKl S 


FoIjo m 1 
Roister 
Lodger 
Con- 
taining 
Pam 
tular* | 


. in . , +i lt i » . f Hlliu ibl dttlO ( I 

1 . U \ \) still Ml uibi j H 1 \° t lm 


l si ucs 
1 Id l v 
( v t m 
M mbus 
]t Dak 
1 

He Hit i 


| Date of Date ot 

Nun RtpiMni. | Jsutt Hi gisiiu 
I i X I tiou c 1 j bot t ti ji 4 f 
1 1 uisft r 1 1 nndi » 




t The aggregate number of shires held, and not the distinctive numbers must be stated, 
apd the column must be addod up throughout so as to make one total to agrees ith th it stated 
in tbs summary to iiave been taken up 

% Whan the shares are of difte rent (lasses these columns may bo subdivided so that the 
number of each class held or transferred ma> be shown separately 

§ The date of registration of eat h transfer should be given as well as the number of shares 
transferred on each date. The particulars shouldT>e placed opposite the nameofthe transferor 
and not opposite that of the transferee, but the name of the transferee may be inserted in the 
*B«narJks* column immediately opposite the particulars of each transfer, 
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Names an d Addresses of 1 he persons who are the Directois of the 


Limited, on the 

day of 

19 

Names 


Vddff sst s 


Non. — Banking eornp inns must add a list of all their places of 
business. 

(Signature) 

(State whether minagri 01 secret ir\ ) 

Xnfoun.it ion idaling to Diiectois must lx* iimushed 
in actoi dance with § 4 of the Companies (Paif iculars 
as to Directors) Ait, HUT. 


§ 6. -Issue of Share Warrants. 

37. (1) V company limited by slums, ii so a ut boused by its 

articles, miy, with respect 1o m\ fully pud up slums, 01 to stock, 
issue under its common s< il a w iirant st *im<, that the heaici of tlie 
wan int i entitled to tin slims oi skxk ttniun specified, and may 
piovidc, by coupons 01 olhtiwist, loi the piyuuut ol the iuluxe 
dmdends oil the shares ox stock include <1 m the 4 wanant m this Act 
termed a share wan ant 

(2) A shaio wanant shall entitle the bearer theicot to the shares 
or stock therom specified, and tin shires oi stock may be transferred 
by deliyeiy of the wanant 

(3) The beaioi oi a shut w mmt shall, suhjeet to the articles 
ol the company, be entitled, on smnmloung it ioi cancellation, to 
h aye his name ontered a* a me mbe i m the register ol members , and 
the company shall be ic spomible loi any loss incurred b\ any peison 
by reason ol the company entering m its le^istei the name of a bearer 
of a •diaio warrant in iospect ol the shares or stock therein specified 
without the warrant being suueudei od and cancelled 

(4) The bearer ol a shaie w anant may, if the article s ol the company 
so provide, be doemed to be a member ol the company within the 
moaning of this Act, either to tin 1 full extent or for any purposes defined 
in the articles ; except that he shall not be qualified m lespect of the 
shares or stock specified m the wanant lor being a director or manager 
of the company, m cases where such a qualification is required by the 
articles. 

Share Warrants can only be issued if the Articles 
of the Company give power to, do so, or unless power 
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is taken by Special Resolution, and Warrants to 
Bearer can only be issued in respect of fully-paid 
shares or stoek. A Private Company cannot take 
power to issue Warrants, as since they arc trans- 
missible to Bearer there is no restriction on delivery. 

§ 7. — Differentiation in respect of Calls. 

39. A company, if so authorised by its aiticbs, may do anyone 
or more of the following tilings , namely, - 

(1) Make arrangements on tin; lssfio of skans foi a. difference 
between the shareholders in the amounts and times of payment 
of calk on their slimes 

(2) Accept from any iiiemhoi who assents tin it to the whole 01 a 
part of the amount mnaming unpaid on any shares held by 
him, although no part oi that amount lias been called up : 

(3) Pay dividend in pioportion to the amount paid up on each 
share where a larger amount is p«u<l up on some shaies than 
on others 

Such power must be exercised by flic Directors 
bond fide, and in the general interests of the Company, 
and not for the advantage of themselves or their 
friends. (Alexander v. Automatic Telephone Co., 1900, 
2 Ch. 56.) 

§ 8.— Reduction of Paid-up Capital by Return 
of- Profits. 

40. — (i) When a company has accumulated a sum of undivided 
profits, which with the sanction oi the shaieholdcrs ma\ be distributed 
among the shareholders m Hit* ioim oi a drvidend or bonus, it may, 
by special resolution, return the same, oi any part thereof, to the 
shareholders in reduction ol the paid-up capital of the company, the 
Unpaid capital being thereby increased by a similar amount. 

(2) The resolution shall not take effect until a memorandum, 
showing the particulars requned by this Act in the case of a reduction 
of share capital, has been produced to and registered by the registrar 
ol companies, but the other provisions of this Act with respect to 
reduction of share capital shall not apply to a reduction of paid-up 
share capital under this section. 

(3) Oh a reduction of paid-up capital in pursuance of this section 
any shareholder, or any one or more of several joint shareholders, 
may within one month after the passing of the resolution for the 

p 2 
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reduction, roquue the company to retain, and tl& tompany ahull 
retain accordingly, the whole of the money actually paid on tho shares 
held by him either alone or jointly with any other pci Ron, which, m 
consequence of tho reduction, would otherwise be letumod to him oi 
them, and thoroupon those shares shall, as regards tho payment Of 
dividend, be deemed to be paid up to the same extent only as the shares 
on which payment has been accepted by tho sh uehokins m 1 eduction 
of paid-up capital, and the company shall iu\ost and keep invested the 
money so retained in such securities aut housed loi investment b> 
tiustees as the compariy may diteimine, and on the money so invested 
oi on so much thou of as iiom tune to tum exceeds the amount ot 
calls subsequently made on the shares m lespoct oi v\ln<k it has been 
retained, the company shall pay the lutei est luorvi d liom time to time 
on the securities • 

(4) The amount u tamed and mvcbltd shall be held to lepresent 
the future calls which may be madt to leplau the sliaro capital so 
reduced on those shaies, whethoi the amount obtained on sab of the 
whole or such proportion thercol as represuits the amount ot any 
call when made produces moie oi less than the amount of the call 

(5) On a reduction of paid up sliaie capital m puisuanoe of this 
section, the poweis vested m the dimtois ot making calls on shaie- 
holders m respect of the amount unpaid on then shaits shall extend 
to the amount of the unpaid shaie capital as augiin nted b> the i< duction. 

(0) Aftei any i eduction of sliaie capital uudei this section the 
company shall specify in the annual list oi memluis ltquircd by this 
Act the amounts rotamed at the request of my oi the shaieholdeis 
m pursuance of this section, and shall specify m the statements of 
account laid before any general meeting ot the company the amount 
of undivided profits returned in reduction of paid up share capital 
under this section # 

The precise meaning of this section has been much 
discussed, and it has been contended that & Company 
might go on returning profits in reduction of paid-up 
oapital indefinitely without disturbing the balance to 
the credit of Profit and Loss ; and this is so, looking 
at the matter from the point of view of Double Entry. 
From the financial point of view, however, such a 
course is impossible, and the proper method of dealing 
with the procedure in practice is to set aside to a 
Capital Reserve the proportion of profits so dealt with. 

The Special Resolution must be passed before the 
profits are divided, otherwise the distribution cannbt 
rank at a reduction of Capital under, this section 
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( Whitwham v.‘ Pierq/, 1907, 1 Oh. 289), but will rank 
as an Ordinary Dividend. 


§ 9. Alteration of Share Capital. 

41.* (1) A company Inn lied by slmes, if so authoiwed by its 
articles, may altei the ( onditions oi its immoiaudum as follows (that 
is to say), it may - 

(fl) increase its shaie capital by the issue of new slims of such 
amount as it thinks expedient 

(b) consolidate and divide all .01 3n^ of its shaie capital into 
shaies ol larger amount than its existing shares , 

(c) convut all 01 any of its p ud up sh ues into stock, and reconvert 
that stock into pud up sluus of any denomination , 

(d) subdivide its shares, or an\ oi them, into shares of smaller 
amount than is fi\< d by tin immoiandum, so, however, that 
m the subdivision flu propoitum between the amount paid 
and the amount, if auv, unpud on each reduced shaie shall 
be the same as it was in the cast ot the shaie fiom which the 
reduced '-haie is denvid , 

(e) cancel shares which at thr date ot tin passing of the resolution 
m that lxhilf, have not been taken or agreed to be taken by 
any person, and dimmish the amount of its shaie capital bv 
the amount ot the shan s so e uu< lied 

(2) The powers confined by this section with rispect to sub- 
division of shares must lx* < xercisi d bv spi < ial if solution. 

(3) Where any alteration has lx on made under this section in 
the memorandum ot a company, every copy of the memorandum 
issued after the date of the alii 1 at ion shall be m accordance with 
the alteration.* 

If a company makes default m complying with this provision it 
shall be liable to a fine not exceeding one pound for»oach copy in 
rbspoct of which default is made, md ivny direct 01 and managei 
of the company who knowingly and wilfully authorises or permits 
tjie default shall be liable to the like penalty 

(4) A cancellation, of shares m pursuance of this section shall not 
be deemed to be a 1 eduction of share capital within the meaning of 
this Aot. 

Where a Company lias power by its Articles to 
alter its Share Capital without a Special Resolution, 
it can do so by an Ordinary Resolution, with the 
exception of the operation of sub-dividing sharps, 
which must be exercised by Special Resolution.* Ii the 
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Company is not authorised by its Articles to perform 
any of the above operations, it must first acquire 
the power by Special Resolution, and then the altera- 
tion can be made in accordance therewith ; but the 
operation can be effected by means of a single Special 
Resolution. ( Campbell ; ’s case, 1874, 9 Ch. 1.) 

Notice of any alteration must be given to the 
Registrar of Companies. 


§ 10. — Reorganization of Share Capital. 

45. — (1) A <ompan> limited by shaies may, by special resolution 
confirmed by an oidtr ot the court, modiiy the conditions contained 
m its xncmoiandum so is to Koigam/e its share capital, wliethei by 
the consolidation of shaies of difhiont classes or by the division of its 
shares into shaies of ditttmit (lasses 

Provided that no piefeicnce or special pnvikge attached to or 
belonging to any (lass of shaies shall be inlerfeied with except by a 
resolution passed by a majority m numbei of shareholder ot that class 
holding thiee fourths ot the shaie capital of that class and confirmed 
at a meeting of shaieholdcis of that class in the same manner as a 
special resolution of the company is xequiud to be confirmed, and 
every resolution so passed shall bind .ill shareholders ot the class 

(2) Whoie an order is made under this section an office copy 
thereof shall bo filed with the registrar of companies withm seven 
days after the making of the oidti, or within stub further time as the 
court may allow, and the i etiolation shall not take elTe<t until such a 
copy has been so filed 

Prior to the Companies Act, J907, in which this 
section was first enacted, no power existed enabling 
the Company to alter the preferential rights of any 
class of Shareholders, where such rights were defined 
in the Memorandum, and no power was given therein 
to modify such rights. 

Such alteration, however, can now be made subject 
to the provisions of the above section ; but the sanction 
of the Court must be obtained, and will not be granted 
unless the proposed alteration is bond fide, and in the 
general interest. 
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§ 11.— Reduction of Share Capital. 

46 . - ( 1 ) Subject to confiimaTHKi b\ tin <ouit, «t company limit trl 
by shait s, if so authorised by its atidcs ma\ by special resolution 
lcduce its sli.tre capital in any way, and m paitu ular (without piejudico 
to the geneiahty of the foregoing power' may - 

(a) Extinguish 01 i educe the lululiU on 1113 of its shares 111 lespect 
of shau capit il not paid up 01 

{b) Fithei with 01 without < \ tmguiNlmig 01 1 nine m g liability on 
anv of its abates cane cl an\ paid up xhaie capital which m 
* lost 01 unit pvt m nted bv n ulible assets, 01 

(c) Litlur with or without < \*imiuishing or unlacing liability 011 
any of its shaus, pay anv mini up shaic capital which is in 
cxce«s of the wants ol the 1 omp m\ 

and may, if and so far as is mtosan, altu its memorandum by reducing 
the amount ot its share capital mil ot its shaies accordingly. 

( 2 ) A special resolution uudir tins section is in this \ct called a 
resolution for reducing share (apitil 

47 . Wheu .1 comp 111 > has passed and continued a resolution foi 
leducing shaie capital it may apph 1 >a petition to the court for an 
order confirming the reduction 

Power must be taken m the Ai tides to reduce 
Capital, and if not so taken the Articles must first 
be altered by Special Resolution, and subsequently 
another Special Resolution must be passed reducing 
the Capital. It should be noted that the section 
provides that, subject to continuation by the Court, 
a Company- may reduce its Share Capital in any way , 
and not only in the authorised manners particularly 
described by the section. An arrangement by v hich 
Capital moneys are to be returned to one member only 
of the Company may he confirmed by the Court as 
a reduction, if it is equitable. (The British and 
American Trustee Corporation v. Couper, 1894, A.C. 
399.) 

It was at one time thought that it was necessary 
to show that the Capital was either lost, or unrepre- 
sented by available assets, or ip excess of the wants 
of the Company. In Barrow Hamatite Co. (1900, 
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2 Ch. 846), the Court refused to sanction a scheme 
which included the reduction of Preference Capital, 
on the ground that the Company could continue to 
* pay dividends ; but the Court of Apjieal, while con- 
firming the decision, indicated that the fact that the 
Company was able to continue to pay dividends was 
not in itself a good icason for refusing to sanction a 
scheme ol reduction (1901, 2 Ch. 746) ; but it shopld 
be remembered that this particular Company had 
previously reduced its Pieterence Capit.il (1888, 39 
Ch. D. 582). 

In Home <0 Co., Ltd '1904, 2 Ch. 208), a scheme 
of reduction was sanctioned, although there was a 
reserve which had been employed m the business, 
and the loss was apportioned rateabh between the 
Capital and the Resell o. The House oi Lords con- 
firmed this point of mew in Pool? i . National Bank 
of China, Ltd. (1907, A.C. 229). 

Lord Macnaghten then said that when the rights 
of creditors did not intervene, “ the only questions 
. . . to be considered are (1) Ought the Court to 

refuse its sanction to the reduction, out ot regard to 
the interests of those members of the public who may 
be induced to take shaies m the Company ? and 
(2) Is the reduction fair and equitable as between the 
different classes of Shareholders ? ” 

Where there are preferential classes of shares it is 
usual to arrange a scheme of compromise between the 
various classes of Shareholders. .Where there are 
Preference Shares having no preference as to Capital, 
sanction will not bo given to a reduction which reduces 
f the Ordinary Shares without reducing the Preference 
Shares, .unless the' Ordinary Shareholders fully tinder* 
t^tand and consent to the scheme {Union Plate Q&ui * „ 
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Go., 1889, 42 Oh. I). 516). If the Preference Shares 
have a preference as to Capital, the loss should, in 
the absence of consent on the part of the Preference 
Shareholders, tall entirely on the Ordinary Share- 
holders. (Agricultural Hold Co., 1891, 1 Oh. 396; 
Floating Dock Co. of St. Thomas, 1895, 1 Oh. 691.) 
The loss occasioned by a induction m respect of a loss 
of Capital should fall on those Shaielioldcrs who 
would have to be.u it in the, event oi winding-up. 
( ljondon New York Invrstnunl Corporation, 1895, 
2 Ch. 860.) 

A Oompctir\ cannot i educe its Capital by pur- 
chasing its own sliaies, and a power in the Articles 
of Association of the* Company to do tins is void. 
(Trevor v. Whiluorth, 12 AC. 409.) 

Shares can be foileitod it then* is authority in the 
Articles to do so, and a sin render oi slum's may be 
accepted in cases where' the Directors have power 
to forfeit (Bdlnbg \. Howland d' Mar wood s S.S. Co., 
1902, 2 Ch. 14). Kacli case” of surrender must be 
determined upon it*- incut*, but ’ the sanction of the 
Court must be obtained, except where the surrender 
is in lieu of forfeitvue. 

A surrender of paitly-paicl shares m consideration 
of the release by the Company of the liability in respect 
of them is ultra vires, as m effect constituting the 
purchase by the Company of the shares in question, 
and the surrender in consideration of money or other 
shares is ultra vires. 

Sections 48-53 provide the machinery for proceeding 
in these cases, and for the settlement of objections by 
Creditors, who, however, are only entitled to object 
if way diminution of liability or any repayment of 
Capital is involved, or where the Court so directs. 
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48. On and fiom flic confirmation by a company of a resolution 
for 1 educing slnre capital* or where the leduction does not involve 
either the diminution of an-y liability m respect of unpaid shaie capital 
or the payment to any shireholdcr ot any paid up share capital, then 
on and from the pr< se ntation of the pc tit ion foi confinmng the reduction* 
the conipm\ shall add to its nnne until such dife as the couit mav 
fiv, the words “ ind rtducid’ as the list words m its name, and 
those words shill until that dnt< bt deemed to be part of the name 
of the compan\ 

Piovidtd tint, wlurc tin udiution dots not unohe eitliei the 
diminution of any liihihty m rtspeet of iiiipiul sliuc c ipjtal or the 
payment to an> sUarchnleler of un p ud up shin capit il, the couit 
may, if it thinks expedient, di pe # ns« alto/ctlm witli the addition ot 
the words ‘ and reduced ’ 

49. - (1) Wlicie the piopeiseel icduction ol shaic t apital m\ olvts 
either diminution of lubiht> in iespect of unpud share capital or the 
payment to any share holeiei ol any paid up shuie capital, and m anv 
other case if the court so directs e\try cieditor of the company who 
at the date fixed by tin <our1 is entitled to any debt oi claim which, 
if that date weie the e oniment e mtnt of the winding up ol the company, 
would be admissible m pionl ag mist the eompun, slnll be entitled 
to object to the reduction 

(2) Ihe court shall settle a list of eieditois so entitled to object, 
and for that purpose shall asu it am, as fai as possible without requmng 
an application from an> (reditor the names of those eieditors and 
the nature and amount of tlu it debts or cl urns and may publish 
notices fixing a day or days within which treditors not <ntered on the 
list are to claim to be so entered or aie to be excluded from the right 
of objecting to the rodu< fcipn 

(3) Where a creditor entered on the list whose debt or claim is 
not discharged or determined dots not tonsent to the reduction, the 
court may, if it thinks fit. dispense with the consent of that creditor* 
on the company secuimg payment of his debt or claim by appropriating, 
as the court may direct, the following amount , (that ^ 1o say,) — 

(l) If the company admits the full amount of his debt or claim, 
or, though not admitting it, is willing to pi o vide tor it, then 
the full amount of the debt oi claim * 

(n) If the company does not admit oi is not willing to piovide 
tor the full amount of the debt or claim, or if the amount is 
contingent or not ascertained* then an amount fixed by the 
court after the like inquiry and adjudie ation as if the cdlnpauj 
were being wound up by the court. 

50. The court, if satisfied, with respect to every cieditor ot the 
Company who under this &ct is entitled 1o object to the reduction, 

Mt either his consent to the reduction has been obtained or his debt 
oi claim has been discharged or has determined, or has been secured, 
may make an order confirming the reduction on such terms and con- 
ditions as it thinks fit y 1 
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51 • — (1) The registrar of companies on production to him of an 
order of the court confirming the reduction of the share capital of a 
company, and the delivery to him of a copy of the order and of a minute 
(approved by the court), .showing with respect to the share capital of 
the company, as altered by the order, tlx* amount of the share capital, 
the number of shares into which it is to be divided, and the amount of 
each share, and the amount (if any) at the date of the registration 
deemed to he paid up on each share, shall register the order and minute. 

(2) On the registration, and nof before, the resolution for reducing 
share capital as continued by the order so registered shall lake effect. 

(3) Notice of the registration shall bo published in such manner 
as the court may direct. 

(4) Tile registrar shall certify under his hand the registration of 
the order and minute, and his certificate shall he conclusive evidence 
that all the requirements of Ibis Act with respect to reduction of sharo 
capital have been complied with, and that the share capital of the 
company is such as is stated in the n> unite. 

52. — (1) The minute when registered shall be deemed to be sub- 
stituted for the corresponding part of the memorandum of the company, 
and shall be valid and alterable as if it had been originally contained 
therein ; and must be embodied in every copy of the memorandum 
issued after its registration. 

(2) If a company makes default in complying wdlh the require- 
ments of this section it shall be liable to a fine not exceeding one pound 
for each copy in respect ot which default is made, and every director 
and manager of the company who knowingly and wilfully authorises 
or permits the default shall be liable to the like penalty. 

53. A member of the company, past or present, shall not be 
liable in respect of any shaie to any call oi* contribution exceeding in 
amount the -difference (if any) between the amount paid, or (as the caft© 
may be) the reduced amount, if any, which is to be deemed to have 
been paid, on .the share and the amount of the share as fixed by the 
minute ; 

Provided that if any creditor, entitled in respect of any debt or 
claim to object to the reduction of share capital, is, by reason of his 
ignorance of the procee dings for reduction, or of their nature and effect 
.with respect to his claim, not entered on the list of creditors, and, 
after the reduction, the company is unable, within the meaning of the 
provisions of this Act with respect to winding up by the court, to pay 
■the amount of his debt or claim, then -- 

(i) every person who was a membtr of the company at the date 
of the registration of the order for reduction and minute, shall 
be liable to contribute for the payment of that debt or claim an 
amount not exceeding the amount which lie would have been 
liable to contribute if the company had commenced to bo 

* Wound up on the day before that registration ; and 

[ii) if the company is wound up, tho court, on the application of 
anv such creditor, and proof of his ignorance as aforesaid may. 
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if he think* fit, settle accordingly a list of peiaons so liable to 
contribute, and make and enforce calls and orders on the con 
tnbtitories settled on the list as it they were ordinary contribu 
torus m a winding up 

Nothing in this section shill affect the rights of tfic contributories 
among themselvc s 


§ 12. —Creation of Reserve Liability. 

59. \ limited comp my may by speci U lesolution determine 

that any portion ot its share V ipiial which has not been already called 
up shall not be capible of being cilhd up except m the event and for 
the purposes oi the complin being wound up ind thereupon that 
portion of its shaic c ipit il shall not be c ip lblc ot bting c illed up except 
in the event ind foi the purposes foies nd 

Once a Reserve Liability has been created, it 
cannot apparently be after vv aids affected by any 
subsequent Special Resolution, as its creation effects 
an alteration m the Memorandum, and there is no 
power to recall the alteration. Reserve Capital cannot 
be included in a charge on the Uncalled Capital of a 
Company ( BmtUtt v. Mayfaii Property Co., 1898, 
2 Ch. 28). 

In considering whether a Company is insolvent for 
the purpose of a Windmg-up Order, Unpaid Capital 
should be considered as an Asset, but Reserve Capital 
which cannot be called up except m the event of 
Windmg-up cannot be taken into account ( BrUlol 
Joint Stock Bank , 1890, 44 Ch. 1>. 703). 


§ 13. -Unlimited Liability of Directors. 

60. —(1) lu a limited company the liability of the directors! or 
manager;, or of the managing director, may, xi so provided by the 
memorandum, be unlimited 

61. — (1) A limited company, if so authorised by its articled, may, 
by special resolution, alter its memorandum so as to render unlimited 
the liability of its director*, or managers, or of any managing director* 
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§ 14.— First Statutory Meeting. 

65. — (1) Every company limited by skates and leistered on or 
after the first day oi Januaiv nineteen bundled and one shall, within 
a period oi not less than one month not more than three months fiom 
the date at which the compauv is entitled to commence business, bold 
a general meeting of tin members of the company vhich shall be called 
the statutory meeting 

(2) The directots f-hall, at bast se\<n d*\s before the day on 
which the meeting is held, foiwaid a it port (in this Act called “the 
statutory report ’ ) to evuy membci ot the company and to e\ciy other 
person entitled umla this U t to u< cue it 

(3) The statutory itpoif shill be eertihul by riot less than two 
directors of the company, or, when then are kss than two director, 

L>y the sole diiectoi and manage r, and shall state — 

(a) the total nuinbei ot shans allotted, distinguishing shaies 
allottod as fully or paitly paid up otherwise than mVasli, and 
stating m the case of sliai< s ]>artly paid up the extent to which 
they are so j»aid up, and in either case the consideration ioi 
which tiny ka\o bun allotted 

(b) the total amount of cash received by the company in respect 
of all the shares allotted, distinguished as aforesaid , 

(c) an abstract of the receipts of the company on a< count of its 
capital, whethei from shares or de henturcs, and of the payments 
made tlieieout, up to a ditc within seven days of the date oi 
the report, exhibiting undti distinctive headings the receipts 
of the company from shaits ind dc lx ntures and other sources, 
the payments made timeout, and particulars concerning the 
balance remaining in hand, and an account or estimate of the 
preliminary expenses of the company , 

(d) the names, addresses, and descriptions of tlu directors, auditors 
(if any), manag<rs (if any), and secretai} of the company ; and 

(c) the particulars ot any contract, the modification of which is . 
to be submitted to the meeting for its approval together with 
the particulars ot the modification oi proposed modification. 

(4) The statutory repoit shall, so fai as it relates to the shares 
allotted by the company, and to the cash received in icspeet of such 
shares, and to the receipts and payments of the company on capital 
account, be certified as correct by the auditors, if any, of the company 

(5) The directors shall oaus< a copy of the statutory report, certified 
as bv this section required, to be hied with the registrar of companies 
forthwith alter the sending thereof to the members of the company. 

(6) The directors shall cause a list showing the names, descriptions 
and addresses of the members of the company, and the number of shares 
held by them respectively to be pioduced at the ( ommencement of the 
meeting* and to remain open and accessible to any member bf the 
company during the continuance of the meeting 

(i) The members of the company present at the meeting shall be at 
tih&rtv to discuss anv matter relating to the formation of the oomnanv. 
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or arising out of the statutory report, whether previous notice has been 
given or not, but no resolution of which notice has not been given in 
accordance with the artides may bo passed 

(B) r llic meeting may adjourn tiom tune to time, and at any 
adjourned meeting any resolution of which notice has been given m 
accordance with the ail ides, either botoie or subsequently to the former 
meeting, may he passed, and the adjourned meeting shall have the same 
poweis as an onginal inciting 

( ( )) U a petition is p!<s< # nt(d to tin coin! in manna piouded by 
Pait IV of this Act lor winding up the com pa in on tho giound of 
default in filing the statutoi ^ jepoit 01 in holding the statutory meeting, 
the coiut ina}, instead of duecting that the company bo wound up, give 
directions for tin st ituta\ ippoit to be file cl 01 a nifdmg to be held, 
oi make such otha oidei as iu<i s Ik juvt 

( 10 ) The pi a visions of this section «is to the foi war dmg and filing 
of tho statutory report shall not apply m tho case of a private company 

The Statutory Report .mist be forwarded to every 
member and Debenture-holder of a Public Company 
registered after the 30th June, 1908, as provided for 
in § 114 A Private Company need not forward the 
Report to the members or Debenture holders, or file it 
with the Registrar of Companies, and the provisions 
as to the Statutory Report do not apply, but it must hold 
the Statutory Meeting, the objects of which must be 
gathered from sub sections 6, 7 and 8 of § 65 (< Gardner 
v. 1 redale, 1912, L 3 Ch 531.) 

The duties of the Auditors in connection with that 
■ part of the Report, which it is their duty to certify 
K they are appointed before the Statutory Meeting, 
are fully dealt with in Chapter IX. § 7. 

Under § 83 a Company may not vary the terms of 
a contract referred to in the prospectus or statement 
in lieu of a prospectus prior to the Statutory Meeting, 
except subject to the approval of such Meeting, 

§ 15. -Annual General Meeting. 

64.— (1) A general meeting of every company shall be held once 
at the least in every calendar year, and not more than fifteen months 
after the holding of tho last preceding genera) meeting, and, if not so 
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hold, the company and every director, manager, secretary, and other 
officer of the company, who is knowingly a party to the default, shall 
be liable to a fine not exceeding fifty pounds. 

(2) When default has been made in holding a meeting of the 
company in accordance with the provisions of this section, the court 
may, on the application of any member of the company, call or direct 
the calling of a general meeting of the company. 

Prior to the Companies. Act, 1907, a Company was 
only required to hold a General Meeting once at least 
in every year, and it was possible for a period of 23 
months to elapse between the holding of one Meeting 
and another. This is not now possible, and the 
Meeting must be held not more than 15 months after 
the last Meeting. 


§ 16 .— Extraordinary General Meeting. 

66. — (1) Notwithstanding anything in the articles of a company, 
the directors of a company shall, on the requisition of the holders 
of not less than one-tenth of the issued share capital of the company 
upon which all calls or other sums then due have been paid, forthwith 
proceed to convene an extraordinary general meeting of the company. 

(2) The requisition must state the objects of the meeting, and 
must be signed by the requisitionists and deposited at the registered 
office of the company, and may consist of several documents in like 
form, each sighed by one or more requisitionists. 

(3) If the directors do not proceed to cause a meeting to be h$d 
within twenty-one days from the date of the requisition being so 
deposited, the requisitionists, or a majority of them in value, may 
themselves convene the meeting, but any meeting so convened «shall 
not be held after three months from the date of the deposit. 

(4) If at any such meeting a resolution requiring confirmation 
at another meet in g is passed, the directors shall forthwith convene 
a further extraordinary general meeting for the purpose of considering 
fetye resolution and, if thought fit, of confirming it as a special resolution ; 
and, if the directors do not convene the meeting within seven days 
from the date of the passing of the first resolution, the requisitionists, 
Ur a maj ority of them in value, may themselves convene the meetings 

‘if ; ;<#)*'. faceting convened under this section by the requisition^; 

W convened in the same manner, as nearly as possible, aa tfeii; 
to be convened by. dJteetprs. 
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§ 17. — Extraordinary arid Special Resolutions. 

89.-H1) A resolution shall be an extraordinary resolution when it ; 
j,' has been passed by a majority of not less than three-fourths of such 
members entitled to vote as are present in person or by proxy (where 
proxies are allowed) at a general meeting of which notice specifying 1 
the intention to propose the resolution as an extraordinary resolution 
has been duly given. 

(2) A resolution shall be a special resolution Mien it has been-^ 

(a) passed in manner required for the passing of ,an extraordinary 
resolution ; and 

(b) confirmed by a majority of such members entitled to vote as 
are present in person or by proxy (where proxies are allowed) 
at a subsequent general snooting, of which notice has been 

- duly given, and held after an interval of not less than fourteen 
days, nor more than one month, from the date of the first 
meeting. 


(3) At any meeting at which an extraordinary resolution is 
submitted to be passed or a special resolution is submitted to be passed 
or confirmed, a declaration of the chairman that the resolution is 

, carried shall, unless a poll is demanded, be conclusive evidence of the 
fact without proof of the number or proportion of the votes recorded 
in favour of or against the resolution. 

(4) At any meeting at which an extraordinary resolution is 

submitted to be passed or a special resolution is submitted to be passed 
or confirmed a poll may be demanded, if demanded by three persons 
for the time being entitled according to the articles to vote, unless 
the articles of the company require a demand by such number of such 
persons, not in any case exceeding five, as may bo specified in the 
articles. * 


(5) When a poll is demanded in accordance with this section, 
in computing the majority on the poll reference shall be had to the 
number of votes to which each member is entitled by the articles of 
the company. 

(6) For the purposes of this section notice of a meeting shall be 
deemed to be duly given and the meeting to be duly held when the 
notice is given and the meeting held in manner provided by the articles. 


fO, — (i) A copy of every special and extraordinary resolution 
shall within fifteen days from the confirmation of the special resolution, 
or from the passing of the extraordinary resolution, as the case may : 
be, be printed and forwarded to the registrar of companies, who shall ; 
record the same. ■ ■ . 


(2) Where articles have been registered, a copy of every special: 
resolution for the time being in force shall be embodied* in or 
id : ©very copy of the articles isshqd after the confirmation of thd5 



have not 
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request, on payment of one shilling or such loss sum as the company 
may direct. 

(4) If a company makes default in printing or forwarding a copy 
of a special or extraordinary resolution to the registrar it shall be 
liable to a fine not exceeding two pounds foi e\ery day during which 
the default continues 

(5) If a company makes default in embodying in or annexing to 
a copy of its articles or in h»n\ aiding in pi nil to a member when required 
by this section a copy oi a special resolution, it shall he liable to a fine 
not exceeding one pound tor «adi eop\ in icspcct of which default 
is made. 

(6) Every direct 01 and managei oi a company who knowingly 
and wilfully authorises or peiimts.anv" default by the company in 
complying with the requirements of this section shall ho liable to the 
like penalty as is imposed hv ibis section on the company tor that 
default. 


/ § 18. — Minute Books. 

71. — (1) Every company diall cause minutes of all proceedings 
of general mootings and (win re ihete are directors pi managers) of 
its directors or managers to In enteicd m hooks kept for that purpose. 

(2)* Any such minute il puipmtmg to he signed by the chairman 
of the meeting at which the pio< codings weic had, or by the chairman 
of the next succeeding meeting, shall 1m eudenee of the proceedings. 


§ 19. — Appointment & Qualification of Directors. 

72.— (I) A person shall not b< capabh of being appointed director 
of a company by the at tides, and shall not be named as a dilector or 
proposed director of a compam in any prospectus issued by or on 
behalf of the company, or in any statement in lieu of prospectus filed 
by or on behalf of a company, unless, betoie the registration of the 
articles or the publication ol the piospeetim, m the filing of the state- 
ment in lieu of prospectus, as tin* c.n may be, In* has by himself or by 
his agent authorised in writing 

(1) Signed and filed with Ihe registrar of companies a consent in 
writing to act as such director : and 

(ii) Either signed the memorandum tor a number of shares not less 
thau his qualification (if any), or signed and Died with the 
registrar a contract in writing to take from the company and 
pay for his qualification shares (if any). 

(2) On the application for registration of the memorandum and 
* articles of a company the applicant shall deliver" to the registrar a list 

Of the persons who have consented to be directors of the company), 
and* if this list contains the umc of any person who has pot so 
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consented, the applicant .shall be liable to a fine not exceeding fifty 
pounds. 

(3) This section shall not apply to a pnvate company nor to a 
prospectus issued by or on behalf of a company after the expiration 
of one year from the date at winch tho company is entitled to commence 
business. 

73. (1) Without pu indict' to the restrictions imposed by the 
last foregoing section, it sh ill hi the duty <>t e\ery diLcetor who is by 
the regulations of the company r< quired to hold a specified shaie 
qualification, ind who is not already qualified, to obtain lus qualification 
within two months aftei Ins appointment, or such ^lioitei time as may 
he fixed by the i emulations ol the company 

(2) The office ot dnoitoi oi # a company siiaJl Im vacated if the 
director docs not within two months ftom tin* date ol Ins appointment, 
or within such shoit< i turn as may be li\od by tbo i emulations of the 
company, obtain his qualification, or it aftei the expiration of such 
period or shorter time lie ceases at any time to hold Ins qualification , 
and a peison vacating office under tins section shall be incapable ol 
being re-appointed dnoetoi of tin company until he lias obtained Ins 
qualification 

(3) It after the expiration of the said pi nod oi shorten tune any 
unqualified person acts as a dnectoi oi the company. In shall bo liable 
to a fine not exceeding five pounds ioi evriy day betwun the exjuiation 
of the said period or shorter time and th< last day on wln< h it is proved 
that he acted as a director 

74. -The aids ot a director m manager shall be valid notwith- 
standing any defect that mav alter wards he diseovi led m his appoint- 
ment or qualification 

Unless the Articles provide, a Director need not 
hold any qualification. Under § 37 (4) the holding 
of Share Warrants is not strictly a qualification, as 
these aro transmissible by hearer. 


§ 20.— Register of Directors. 

75. — (1) Every company shall keep at ita icgisteicd office a register 
containing the names and addresses and the occupations ot its directors 
or managers, and send to the registrar of companies a copy thereof, 
and from tune to time notiiy to the registrar any change among its 
directors or managers. 

(2) If default is made in compliance with this section, the company 
shall be liable to a fine not exceeding five pounds for every day during 
which tho default continues ; and every director and manager of the 
company who knowingly and wilfully authorises or permits the default 
shall be liable to the like penalty. 
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§ 21. — The Prospectus. 

80. — (1) Every prospectus issued by or on behalf of a company 
or in relation to any intended company shall bo dated, and that date 
shall, unless the contrary bo proved, be taken as the date of publication 
of the prospectus. 

(2) A copy of every such prospectus, signed by every person who 
is named therein as a director or proposed director of the company, 
or by his agent authorised in writing, shall be filed for registration 
with the registrar of companies on or before the date of its publication, 
and no such prospectus shall be issued until a copy thereof has been 
so filed for registration. 

(3) The registrar shall not register any prospectus unless it is 
dated, and the copy thereof signed, in manner required by this section. 

(4) Every prospectus shall state on the face of it that a copy has 
been filed for registration as required by this section. 

(5) If a prospectus is issued without a copy thereof being so filed, 
the company, and every person who is knowingly a party to the issue 
of the prosjiectus, shall be liable to a line not exceeding five pounds 
for every day from the date of the issue of the prospectus until at copy 
thereof is so filed. 

81. — (1) E very prospectus issued by or on behalf of a company, 
or by or on behalf of any person who is or has been engaged or interested 
in the formation of the company, must state — 

(a) the contents of the memorandum, with the names, descriptions, 
and addresses of the signatories, and the number of shares 
subscribed for by them respectively ; and the number of 
founders or management or deferred shares, if any, and the 
nature and extent of the interest of the holders in the property 
and profits of the company ; and ,* 

(6) the number of shares, if any, fixed by the articles as qualification 
as a director, and any provision in the articles as to the remunera- 
tion of the directors ; and 

(c) the names, descriptions, and addresses of the directors or 
proposed directors ; and 

(d) the minimum subscription on which the directors may proceed 
to allotment, and the amount payable on application and 
allotment on each share ; and in the case of a second or subse- 
quent offer of shares, the amount offered for subscription on 
each previous allotment made within the two preceding years, 
and the amount actually allotted, and the amount, if any , paid 
on the shares so allotted ; and 

(e) the number and amount of shares and debentures which within 
the two preceding years have been issued, or agreed to be 
issued, as fully or partly paid up otherwise than in cash, and 
in the latter case the extent to which they are so paid up, 

- -,i and in either case the consideration for which those shares dr 
^^^^■bentsaeB have been issued or are proposed or intendpdtq 
W issued; and * : v ; 

vh-'- - • > ' ' ■ * i 1 ■ \'£ 
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(/) the names and adduces of the vendors of any property pur- 
. chased oi aoquued by the company, 01 pioposed so to be 
purchased or acquucd, which is to be paid for wholly 01 paitly 
out ol tin pioceeds oi the issue offeiod toi subsc ni>tion by the 
piospectus oi llu pm chase oi acquisition of which has not 
been completed at the dite ol lbsue of the prosprclus, and the 
amount payable in cash, shaits, oi debentures to the 'vendor, 
and whuc iheio is mmo than one scpaiato 'vendoi, oi the 
company is a sub pmchasei, the amount so payable to each 
y end oi . PioMdtcl tfnt where the vcndois or any of them 
arc a fiim the membeis ol tin Aim shall not he tieatc d as sopaiate 
vendoi s , ««nd 

(q) the amount (it any) paid oi payable as puichase money m cash, 
shares, oi debentures ioi any hucIi pioperty as afoiesaul, 
spcciiym n the miount fii my) payable for goodwill , and 

(h) the amount (it my) pud within the two piece dmg ycais, or 
payable as commission toi subsc ubmg oi ugreung to subscribe, 
or procui mg oi agn f mg to pioc me subscriptions ioi any shares 
m, oi debt lit in< s ot, llu company, oi tlio late ot any such 
commission Piovidcd that it shall not bo necessary to stato 
the commission p ly able to sub undeiwutcis , and 

(i) the amount oi estnnited amount of piclimmaiy expenses , and 

(;) the amount paid within the two pit ceding yeais oi intended 
to be paid to in\ ]>iomoter and c onsidci at ion ioi any 

such p\y merit uul 

(l) the dates oi and pulus to oci> matcual contiact, and a 
reasonable tunc and place at which any material contiact 
oi a copy tlieicoi may be inspected Provided that this 
icquiieunnt shill, not apply to a conti ict entued into m the 
ordinary eoui^e of the business earned on oi intended to be 
cairicd on by the complin, or to any contract cnteied mto 
moze than two y< ais I <ioic the d itc of issue oi the prospectus : 
and 

(Z) the names and uldnss s of the auditois (if any) of the com- 
pany ; and 

{ m) full paiticuliis oi the nature and extent of the interest (if any) 
of eveiy duectoi m the pioinotion of, oi m tho pioporty 
proposed to be ac quned by, the company, or, where tho interest 
of such a diiutoi consists m being a partner m a hrm, the 
nature and extc nt of tho interest of tho him, with a statement 
of all sums paid oi agreed to be paid to him or to the firm 
in cash or shares oi otherwise by any person either to induce 
him to become, or to qualify him as, a cfirqetor, oi, otherwise 
for services rendered by him or by the firm m connexion with 
tho promotion or formation of the Company ; and 

( n ) where the company is a company having shares of more than 
one class, the right of voting at meetings of the company 
conferred by the several classes of shares respectively. 
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(2) For the purposes of this section every person shall be deemed 
to be a vendor who has entered into any contract, absolute or con- 
ditional, for the sale or purchase, or for any option of purchase,, of 
any property to be acquired by the company, in any case where — 

(а) the purchase money is not fully paid at the date of issue of 
the prospectus ; or 

(б) the purchase money is to be paid or satisfied wholly or in 
part out of the proceeds of the issue offered for subscription 
by the prospectus ; or 

(c) the contract depends for its validity or fulfilment on the result 
of that issue,. 

(3) Where any of the property to «be acquired by the company 
is to be taken on lease, this section shall apply as if the expression 
“ vendor *’ included the lessor, and the expression “ purchase money ” 
included the consideration for the lease, and the expression “ sub* 
purchaser ” included a sub-lessee. 

. (4) Any condition requiring or binding any applicant for shares 

or debentures to waive compliance with any requirement of this section, 
or purporting to affect him with notice of any contract, document, 
or matter not specifically referred to in the prospectus, shall be void. 

(5) Where any such prospectus as is mentioned in this section 
is published as a newspaper advertisement, it shall not be necessary 
in the advertisement to specify the contents of the memorandum or 
the signatories thereto, and the number of shares subscribed for by 
them. 

. (6) In the event of non-compliance with any of the requirements 
of this section, a director or other person responsible for the prospectus 
shall not incur any liability by reason of .the non-compliance, if he 
proves that — 

(a) as regards any matter not disclosed, he was not cognisant 
thereof ; or 

(b) the non-compliance arose from an honest mistake of fact on 
his part : 

Provided that in the event of non-compliance with the require- 
ments contained in paragraph (m) of sub -section (1) of this section 
no dir ector or other person shall incur any liability in respect of the 
non-compliance unless it be proved that he had knowledge of the 
matters not disclosed. 

(7) This section shall not apply to a circular or notice inviting 
existing m embers or debenture-holders of a company to subscribe 
either for shares or for debentures of the company, whether with or 
Without the right to renounce in favour of other persons, but subject 
aforesaid, this section shall apply to any prospectus whether issued 
biok'-Qt with reference to the formation of a company or subsequently. 

,'iS) '.The’ requirements of this section as to the memorandlim and; ; 
remuneration, and interest of directors, 
of directors or pw$m <& '' 
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the amount or estimated amount of preliminary expenses, shall not 
apply in the case of a prospectus issued more than one year after the 
date at which the company is entitled to commence business. 

(9) Nothing in this section shall limit or diminish any liability 
which any person may incur under the general law or this Act apart 
from this section. 

A Prospectus is defined under § 285 as meaning 
any Prospectus, Notic6, Circular, Advertisement, or 
other invitation offering to the Public for subscription 
or purchase any shares or debentures of the Company. 

An Auditor should not ‘permit his name to appear 
on any Prospectus as Auditor of the Company without 
first having seen and approved a draft of the Prospectus. 


/§ 22. — Statement in lieu of Prospectus. 

82.— (1) A company which does not issue a prospectus on or 
with reference to its formation, shall not allot any of its shares or 
debentures unless before the first allotment of either shares or 
debentures there has been filed with the registrar of companies a 
statement in lieu of prospectus signed by every person who is named 
therein as a director or a proposed director of the company, or by 
his agent authorised in writing, in the form and containing the 
particulars set out in the Second Schedule to this Act. 

(2) This section shall not apply to a private company or to a 
company which has allotted any shares or debentures before the 
first day of July nineteen hundred and eight. 


§ 23. — Liability for Statements in Prospectus. 

84. — (1) Where a prospectus invites persons to subscribe for 
shares in or debentures of a company, every person who is a director 
of the company at the time of the issue of the prospectus, and every 
person who has authorised the naming of him and is named in the 
prospectus as a director or as having agreed to become a director 
either immediately or after an interval of time, and every promoter 
of the company, and every person who has authorised the issue of 
the prospectus, shall be liable to pay compensation to all persons 
wh 6 subscribe for any shares or debentures on the faith of the prospect^ 
for the . 1^: or damage they may have sustained by reason df Shy 
nntfue Statement therein f or in any, $$ memorandum 
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on the face thereof, or by reference incorporated therein or issued 
therewith, unless ii is proved — 

(a) With respect to every untrue statement not purporting to be 
made on the authority of an expert, or of a public official 
document or statement, that lie had reasonable ground to 
believe, and did up to the time of the allotment of the shares 
or debentures, as the case may be, believe, that the statement 
was true ; and 

(b) with respect to every untrue statement purporting to be a 
statement by or contained in what purports to be a copy of 
or extract from a report or valuation of an expert, that it 
fairly represented the statement, or was a correct and fair 
copy of or extract from the report or valuation. Provided 
that the director, person named as director, promoter, or person 
who authorised the issue of the prospectus, shall be liable 
to pay compensation as aforesaid, if it is proved that he had 
no reasonable ground to believe that the person making the 
statement, report, or valuation was competent to make it ; 
and 

(c) with respect to every untrue statement purporting to be a 
statement made by an official person or contained in what 
purports to be a copy of or extract from a public official 
document, that it was a correct and fair representation of the 
statement or copy of, or extract from the document : 

or unless it is proved — 

(1) that having consented to become a director of the company 
he withdrew his consent before the issue of the prospectus, 
and that it was issued without his authority or consent ; or 

(ii) that the prospectus was issued jvithout his knowledge or 
consent, and that on becoming aware of its issue ho forthwith 
gave reasonable public notice that it was issued without his 
knowledge or consent ; or 

(iii) that after the issue of the prospectus and before allotment 
thereunder, he, on becoming aware of any untrue statement 
therein, withdrew his consent thereto, and gave reasonable 
public notice of the withdrawal, and of the reason therefor. 

(2) Where a company existing on the eighteenth day of August 
one thousand eight hundred and ninety, has issued shares or debentures, 
and for the purpose of obtaining further capital by subscriptions for 
shares or debentures issues a prospectus, a director shall not be liable 
in respect of any statement therein, unless he has authorised the issue 
of the prospectus, or has adopted or ratified it. 

- (3) Where the prospectus contains the name of a person as a 

director of the company, or as having agreed to become a director 
-thereof, and he has not consented to become a director, or has with- 
dirawn Jbis consent before the issue of the .prospectus, and has not 
, authorised or consented to the issue thereof, the directors of the company, 
Without Whose knowledge or consent tbe pjrpspectus 
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issued, and any othu poison who antlioiisod tho issuo thereof, shall 
be liable to indemnity tho person naniod as afoiesaid against all 
damages, costs, and expenses to whi<h bo mav be made liable by 
reason ot Ins name having hem insoitod m tbe piospoctus, or in 
dolcndmg imnsdf ag unst ui^ action 01 l(gal procoodings bi ought 
against linn iu icspcit theieof 

(4) K\ < 1 5 person who 1 >\ loason of Ins bung a directoi, oi named 
as a dnedot oi as lia\inu aguid to In conn a dnoctoi, or ol Ins having 
authonsui the issue of !li< piosputus, Incomes li ible to make any 
payment under this section inn moui < ontubution, as m cases 
of coutiaci, tiom am otlni pi i son who, it sued separately, would 
have been liable to make the <* iiik p t \ ni< n t , unless the person who 
has become so liable* w is and tint ot lit i pcison was not, guilty o k 
fraudulent imsiepiesent it ion on hu put 

(5) Vny condition nqumnt, oi binding au\ a p pin* in t foi shares * 
to waive coniplianei with m \\ h quin incut of tins section sliall bo 
void 

(0) This section, e\ct pf suhMftjon (3) tbcrcoJ, shall not apply 
to any allotment of slums subsequent to the (list allotment of shares 
offered to the public ioi miIim upturn 

The expression U e\put * unhides engmcci, \aluei, accountant, 
and any othei peison whost pinttssion gi\ m aut hoi it's to a statement 
made by him 

If the misrepresentation is contained in the Report 
of an Accountant, and it can bo proved that such 
misrepiescntation is fraudulent, or is occasioned by 
negligence on the part of the Accountant, he will be 
liable to damages. *. 

An Auditor, named in a Prospectus, who conducts 
himself so as -to become a promoter, or who directly 
authorises the issue thereof, might find himself liable 
under this section ; but, according to the opinion of 
Counsel obtained by the Council of the Institute of 
Chartered Accountants an Auditor docs not authorise 
the issue of a Prospectus or Notice within the meaning 
of the Act by merely permitting his name to be men- 
tioned in the Prospectus or Notice as Auditor ; or 
by merely permitting a professional Peport made by 
him to bo referred to in it j ’ or by merely preparing 
or advising upon it, or assisting in its preparation 
professionally. 



§§ 23-24;.] 

THE COMPANIES ACTS, 1908 TO 1917." 249 

§ 24.— Allotment of Shares. 

86 . — ( 1 ) No allotment shall be made of an y share capital of a 
company offered* to the public for subscription, unless the following 
1 conditions have been complied with, namely : — 

(a) the amount (if any) fixed by the memorandum or articles and 
named in the prospectus as the minimum subscription upon 
which the directors may proceed to allotment ; or 

(b) if no amount is so fixed and named, then the whole amount 
of the share capital so offered for subscription, 

has been subscribed, and the sum payable on application for the amount 
so fixed and named, or for the whole amount offered for subscription, 
has been paid to and received by the company. 

(2) The amount so fixed and named and the whole amount aforesaid 
shall be reckoned exclusively of any amount payable otherwise than in 
cash, and is in this Act referred to as the minimum subscription. 

(3) The amount payable on ap plication on each share shall not 
be less than five per cent, of the nominal amount of the share. 

(4) If the conditions aforesaid have not been complied with on the 
expiration of forty days after the first issue of the prospectus, all 
money received from applicants for shares shall be forthwith repaid 
to them without interest, and, if any such money is not so repaid within 
forty-eight days after the issue of the prospectus, the directors of the 
company shall be jointly and severally liable to repay that money with 
interest at the rate of five per ce ntum per annum from the expiration 
of the forty-eighth day : 

Provided that a director shall not be liable if he proves that the 
Joss of the money was not due to any misconduct or negligence on 
his part, 

(5) Any condition requiring or binding* any applicant for shares 
to waive compliance with any requirement of this section shall be void. 

(6) This section, except subsection (3) thereof, shall not apply 
to any allotment of shares subsequent to the first allotment of shares 
offered to the public for subscription. 

(7) In the case of the first allotment of share capital payable in 
cash of a company which does not issue any invitation to the public 
to subscribe for its shares, no allotment shall be made unless the 
minimum subscription (that is to say) : — 

(a) the amount (if any) fixed by the memorandum or articles and 
named in the statement in lieu of prospectus as the minimum 
, , \ subscription upon which the directors may proceed to allot- 
ment ; or ' * 

^ (b) if no amount is so fixed and named, then the whole amount; 
A- : of the share capital other than that issued or agreed to be 

*ssued as fully or partly paid up otherwise than in cash, i. > 

K subscribed and an amount not less than five per cent, pf 
of each share f payable in cash has been paid 
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This subsection shall not apply to a private company or to a 
company which has allotted any shares or debentures before the first 
day of July nineteen hundred and eight 

86. -(1) An allotment made by a company to an applicant in 
contravention ot the piowsions ol the last foicgomg section shall be 
voidable at the instance of the applicant within one month after the 
holding of the statutory imeting ot the company and not later, and 
shall be so voidable notwithstanding that the company is in couise 
ot being wound up 

(2) If any direetoi of a company knowingly contravenes or permits 
or authorises the contravention ol any of the provisions oi the last 
foregoing section with nsput to allotment he shall be liable to com 
pensatethe compan> and the allottee respectively ioi any loss, damages, 
or costs which the company oi the allottee may ha to sustained or 
inouiud thereby Piovided that pioutdiugs to recover any such 
loss, damages, or costs shall not he commenced aitu the cxpuation 
ol two years from the date ot tb 4 allotment. 

The Minimum Subscription may be fixed by the 
Articles, but not less than 5 per cent, of the nominal 
amount of each share must bo paid to and received 
by the Company, before the Directors proceed to 
allotment. Such amounts must actually be received in 
cash. Cheques received before allotment, and dis- 
honoured after allotment, are not regarded as payment 
within the meaning of the section (Meat's v. Western 
of Canada Pulp Co., 1905, 2 Oh. 353) ; similarly 
cheques received prior to allotment, but not passed 
through the Company’s Bank till after allotment, do 
not constitute payment, even although they may be 
honoured in duo course. (National Motor Mail 
Coaching Co 1908, 2 Oh. 228.) 


§ 25. -Restrictions on Commencement of Busi- 
ness. 

87. — (1) A company shall not commence any business or exercise 
any borrowing powers unloss — 

(o) shares held subject to the payment of the whole amount thereof 
tit cash have heen allotted to an amount not less in the whole 
than the minimum subscription ; and 
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(b) every director of tlie company has paid to the company on 
each of the shares taken or contracted to be taken by him,, 
and for which he is liable to pay in cash, a proportion equal 
to the proportion payable on application and allotment, on 
the shares offered for public subscription, or in the ease of a 
company which does not issue a prospectus inviting the public 

* to subscribe ior its shnies, on the shares payable in cash ; and 

(c) there has been filed with the registrar of companies a statutory 
declaration by the secret .uy or one of the directors, in tlio 
prescribed form, that the aforesaid conditions have been 
complied with ; and 

(d) in the case of a company which does not hsuo a prospect uk 
inviting the public to subset ibe fur its shaies, there has been 
filed with the legist rar oi companies a statement in lieu of 
prospectus. 

(2) The registrar of companies shall, on the filing of this statutory 
declaration, ceitify that the company is entitled to commence business, 
and that certificate shall lie conclusive evidence that the company is 
so entitled : 

Provided that m tin* case oi a company which does not issue a 
prospectus inviting the public to subscribe for its shares the registrar 
sjiall not give such a certificate unless a statement m lieu of prospectus 
has been filed with him. 

(3) Any contract made by a company before the date at which it 
is entitled to commence business shall be pio visional only, and shall 
not be binding on the company uutil that date, and on that date it 
shall become binding. 

(4) Nothing in this section shall prevent the simultaneous offer 
for subscription or allotment of any shares and debentures or the 
receipt of any money payable on application ’for debentures. 

(5) If any company commences business or exercises borrowing 
powers in contravention of this section, every person who is responsible 
for the contravention shall, without prejudice to any' other liability, bo 
liable to a fine not exceeding fifty pounds for every day during which 
the contravention continues. 

(6) Nothing in this section shall apply to a private company, or 
to a company registered before the first day of January nineteen 
hundred and one, or to a company registered before the first day 
of July nineteen hundred and eight which does not issue a prospectus 
inviting the public to subscribe tor its shares. 


§ 26. — Return of Allotments. 

88. (1) Whenever a company limited by shares makes any 

allotment of its shares, the company shall within one month thereafter 
file with the registrar of companies — 

(d) a return of the allotments, stating the, number and nominal 
amount of the shares comprised in the allotment, the names. 
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addresses*, and descriptions of the allottees, and the amount 
(if any) paid or duo and payable on each share ; and 

(/>) in the case of shares allotted as fully or partly paid Up otherwise 
than in cash, a contract in writing constituting the title ctf 1 
'tho allottee to the allotment together with any contract of 
sale, or for services or other consideration in respect of which 
that allotment was made, such contracts being duly stamped, 
and a return stating the number and nominal amount of shares 
so allotted, the extent to whieh they are to be treated as paid 
up, and the consideration tor which they have been allotted*. 

(2) Where such a contract as above mentioned is not reduced 
to writing, th<‘ company shall within one month after the allotment 
file with the registrar ot companies the prescribed particulars, of the 
contract stamped with the sanlc stamp duty as would have been 
payable if the contract had been reduced to writing, and those particulars 
shall be deemed to be an instrument within the meaning of the Stamp 
Act, 1891, ami the registrar ma>, as a i > ml if ion of tiling tho particulars, 
require that the duty payable thereon he adjudicated under section 
twelve of that Act 

(3) If default is made in complying with the requirements of this 
section, every director, manager, secretary, or other otlicor of the 
company, who is knowingly a pm ty to the default, shall he liable to 
a fine not exceeding fifty pounds ioi e\ erv day dining which the default 
continues : 

Provided that, in ease of default in filing with the registrar of 
companies within one month aftei the allotment any document required 
to be filed by this section, tho company, or any person liable for the 
default, may apply to tho court for relief, and the court, if satisfied 
that the omission to file the document was accidental or due to inadver- 
tence or that it is just ,’ind equitable to grant relief, may make an 
order extending the time W the filing ot the document for such period 
as the court may think proper. 

Prior to the Companies Act, 1900, where no contract 
was filed in respect of shares issued other than for 
cash, the Allottee was liable to pay for the whole 
amount of the shares in cash. 

This provision, however, was repealed by tho 
<^fpmpanies Act, 1900, and the only effect of non- 
registration of a Contract is the penalty of £50 a day 
referred to in the above section. The actual title of 
-the Allottee is not affected as long as the Contract 
is good. 

Where tho shares are allotted to the Nominees of 
the Vendors, unless provision is made for this in the 
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original Contract, either a supplementary Contract 
should be filed, constituting the title to allotment, or 
a nomination by the Vendor in favour of his Nominees. 


§ 27.— Commissions and Discounts. 

89. — (1) H Jh.ill be lawful lor a company to pay a commission 
to any person in consideration ot his subscribing or agreeing to sub- 
scribe, whether absolutely oi conditionally, for any shares in the 
company, or procuring or agreeing t f o procure subscriptions, whether 
absolute or conditional, ior any shares m the company, if the payment 
of the commission is aut housed by the articles, and the commission 
paid or agreed to he paid does not exceed the amount or rate so 
authorised, and if the amount or rate per cent of the commission 
paid or agreed to be paid is 

(a) In the case of shares offered to the public for subscription, 
disclosed in the prospectus ; or 

( b ) In the case of shares not offered to the public for subscription, 
disclosed in the statement in lieu of prospectus, or in a state- 
ment in the prescribed form signed in like manner as a 
statement in lieu of piospoohis and filed with the registrar 
of companies, and, whole a circular or notice, not being a 
prospectus, inviting subscription for the sluues is issued, also 
disclosed in that circular or notice. 

(2) Save as aforesaid, no company shall apply any of its shares 
or capital money either directly or indirectly in payment of any 
commission, discount, or allowance, to any person in consideration 
of his subscribing or agreeing to subscribe, wind her absolutely or 
conditionally, for any shares oi the company, or procuring or agreeing 
to procure subscriptions, \y hot her absolute or conditional, for any 
shares in the company, whether the shaies or money be so applied 
by being added to the purchase money of any property acquired by 
the company or to the contract price oi any work to he executed for 
the company, or the money be paid out of the nominal purchase 
money or contract price, or otherwise. 

(3) Nothing in this section shall affect the power of any company 
to pay such brokerage as it has heretofore been lawful for a company 
to pay, and a vendor to, promoter of, or other person who receives 
payment in money or shares from, a company shall have and shall 
be deemed always to have had power to apply any part of the money 
or shares so received in payment of any commission the payment 
of which, if made directly by the company, would have been legal 
tinder this section. 

d0. Where a company has paid any sums by way of commission 
in respect of any shares or debentures, or allowed any sums by way 
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of discount 111 leaped of <tny debentures, the total amount so paid 
or allowod, or ho much. 1 hereof as has not been written off, shall be 
stated in every balance sheet of the company until the whole amount 
thereof has been w niton off 

All Companion, whether Public or Private, are 
now empowered to pay Underwriting Commission, if 
the provisions of this clause are complied with, whether 
the shares are to be 6ffeied to the Public or not. 

Shares may not be issued at a discount (Ooregum 
Gold Co. v. Roper , 1892, A.C. 125), but no limit is 
placed upon the a mount 'of Underwriting Commission 
that can be paid, provided this section is complied 
with; and the effect, as far as the Company is concerned, 
is practically the same as if it had power to issue 
Shares at a discount. An agreement that Debentures 
issued at a discount may subsequently be exchanged 
for fully-paid Shares is void, as this would have the 
effect of issuing sueJi Shales at adi>(ount. ( Moseley v. 
Kofjyfontein Mines , 1904, 2 Ch. 108.) 

A Company is entitled to grant an option to an 
Underwriter to subscribe for further Shares at par 
within a certain .period, notwithstanding that the 
Shares are standing at a price above par in the market. 
( Hilder v. Dexter, 1902, A.C 1 . 474.) This power has 
of late years been extensively taken advantage of, 
and does not fall within the prohibition of sub-section 
(2) of the above section, which particularly provides 
against the concealed payment of Commission by 
adding the amount thereof to the purchase con- 
sideration. 

It is not necessary for a Company to take power to 
pay the usual brokerage for placing Shares, which was 
lawful prior to the passing of this provision under 
Metropolitan Coal Consumers’ Association v. Scrimgeour 
(1895, 2 Q.B. 604). 
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In addition to the disclosure in the Prospectus or 
Statement in lieu of the Prospectus under § 89, and 
the separate statement in the Balance Sheet under 
§ 90, in the event of an} 7 commission being paid on 
the issue of Shares oi Debentures, the total amount 
so paid, or the amount allowed by way of discount 
in respect of any Debentures, ifnist be stated in the 
Annual Summary (§ 2(5) ; and as regards commissions 
or discounts on Debentures, Ihe particulars must be 
registered with the .Registrar ul I'omjianies under § 93. 


§ 28. Payment of Interest out of Capital. 

91. Wlieie mi sinus ot i <ompm\ an issm d loi 1 ho purpose 
of raising rnoruy to defray tin t\p<ns<s ot th< < onstun tion of any 
works 01 buildings 01 tbi pio\ision oi any pi tut whuh cannot be 
made profitable foi a Un/thciutl period the company iriav pay mte refit 
on so much oi tint slino < ipitd as is ioi the turn lx mg pud up for 
tho period and subpit to the conditions and r< siiuiiom m this section 
mentioned, and miv chaigt tin smic to t ipit tl as put ot the cost 
ot construction of Hit woik oi budding, oi the provision of plant . 

Provided that 

(1) No such payment sliill he mult unit vS the sunt i-> authorised 
by the articles oi by spend it solution 

(2) No such payment, whether Authorised by the aiticks or by 
bpet ial lesolution, sh ill lx mult without the previous santtion 
of tho Board of 1 1 ide 

(3) Before bamtionmg any such payment the Board of Trade 
in iv, at the cxptiib* oi the comp my, appoint a poison to 
mquiio and icpoit to them as to the ciicumstaiu eb of the 
case, and mav, be lore making tin appointment, requiie the 
company to give security ior the payment oi the costs of 
the inquiry 

(4) The payment shall be made only for such period as may be 
determined bv the Board of Tiade , and such peiiod shall 
in no case extend beyond the close oi the half year next after 
the half year during which the works or buildings have been 
actually completed or the plant provided : 

(5) The rate of interest shall in no case exceed four per cent, per 
annum, or such lower rate as may for the time being bo 
prescribed by Order m Council : 
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(6) Thf paymeut of the interest shall not operate as a reduction 
of the amount paid up on the shaies in respict of whu.li it 
is paid 

(7) The accounts ot the company shall show tlic share capital 
on which, uid the i it o at which, interest has been paid out 
oi capital dining the period to which the u counts lelate 

(8) Nothing m this setuon shall affect any company to which 
the Indian Railways Act, 18 ( )i> is amended by my sub- 
sequent enae t me nt, .applies 

The Indian Railways Act, 1894, provided for the 
payment of inteiest out of Capital during construction 
by Companies registered, under the Companies Acts, 
and formed tor the purpose of making and working, 
or making or working, a Railway in India. 

§ 29. -Issue of Share and Debenture Certifi- 
cates, &c. 

92. -(1) JC\cry company shall, within two months after the 
allotment ot any of its shares, debentures or debenture stock, and 
within two months alter the it gistiation of the timsfer ot any such 
shaies, eiebentures, or debenture stock, complete md have ready 
for delivery the c eitific.it es of all sliaies the debent uies, and the 
certificates of all debcntuic stoe k Plotted oi tr insit ire d, unless the 
conditions of issue oi the shaies, debentures, t>r debenture stock 
otherwise pi ovule 

(2) If default is mJde in complying with the requirements of 
this seetton, the coinpmv and every elixeetor in linger, sceiotary, 
and other ofhcoi oi tin eompiiy who i*. kuowmgJv i party to the 
default, shall be liable to a fine not exceeding five pbunds tor evciy 
day dunng which the eleimlt continues 


§ 30.- Registration of Mortgages and Charges. 

93. -(1) Iheiy moi^gage or charge ocated alter the first day 
>f July nineteen hundred and eight by a company registered m 
England or Inland and bung either — 

(a) a inoxtgago or charge for the purpose of souring any issue 

* of debentures , or * 

(b) a mortgage 01 charge on uncalled share capital of the company ; 
or 

(<t) a mortgage or charge created or evidenced by an instrument 
* which, if executed by an individual, would require registration 
as a bill of sale ? or 
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(d) a mortgage or charge on any land, wherever situate, or any 
l interest therein ; or 

(c) a mortgage or charge on any book debts of the company ; or 
(/) a floating charge on the undertaking or ‘ property of tlie 
company, 

shall, so far as any security on the company’s property or undertaking 
; is thereby conferred, be void against the liquidator and any creditor 
of the Company, unless the prescribed .particulars of the mortgage 
. or charge, together with the instrument (if any) by which the mortgage 
or charge is created or evidenced, are delivered to or received by the 
registrar, of companies for registration in mannor required by this Act, 
within twenty -one days after the date of its creation, but without 
prejudice to any contract or obligation for repayment of the money 
thereby secured, and when a mortgage or charge becomes void under 
this section the money secured thereby shall immediately become 
payable. 


The remainder of this section prescribes the par- 
ticulars to be furnished by the Company to the Registrar 
and the manner in which the same are to be recorded 
by him. 

96. A judge of the High Court, on being satisfied that the 
» omission to register a mortgage or charge within the time hereinbefore 
required, or that the omission or mis-statement of any particular 
with respect to any such mortgage or charge, was accidental, or due 
.to inadvertence or to some other sufficient cause, or is not of a nature 
to prejudice the position of creditors or shareholders of the company, 

1 or that on other grounds it is just and equitable to grant relief, may, 

1 on the application of the company or any person interested, and on 
such terms and conditions as seem to the judge just and expedient. 
Order that the time for registration be extended, or, as the case may 
be, that the omission or mis-statement be rectified. 

99 • — (1) If any company makes default in sending to the registrar 
of companies for registration the particulars of any mortgage or charge 
" created by the company, and of tho issues of debentures of a series, 
requiring registration with the registrar under the foregoing provisions 
jpf this Act, then, unless the registration has been effected on the 
/’Application of some other person, the company, and every director, 

\ manager, secretary, or other person who is knowingly a party to 
the default, shall on conviction be liable to a fine not exceeding fifty 
f ^0|tnds for every day during which the default continues. 

V $) Subject as aforesaid, if any company makes default in com- - 
; plying with any of the requirements of this Act as to the registration / 
the registrar of any mortgage Or charge created by the company*/ 
^“I'lcoxananv and every director, manager* and:. - othet, ftffioer • of;, .the,;/ 

fitfully forked., ot: 


5tf!3537iagHli& 
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(3) If any person knowingly and wilfully authorises or permits 
the delivery of any debenture or coitificate of debenture stock 
requiring registration with tbe registrai under the foregoing provisions 
of this Act without a copy of the certificate ot registration being 
endorsed upop it, he shall, with on 1 prejudice fo any other liability, 
be liable on summaiy conviction to a fine not exceeding one hundred 
pounds. 


§ 31.— The Register of Mortgages. 

100. -(1) Every linntc d company shall keep a ugister of mortgages 
and enter therein ill mortgages and charges specifically affecting 
proyierty of the comp my, giving m each case a short description of 
the pioperty morfgiged or chaigcd, the amount of the inoitguge or 
charge, and (oveept m tin caw of su unfits to b< u< r) the names of 
the mortgagees oi persons entitled thereto 

(2) If any dim tor, rrunigci, oi otlm oflitu ot tlie company 
knowingly and wilfully .xuthoiMs or permits the omission of any 
eiitry lequrnd to lx made m puisumu oi this section, ho shall be 
liable to a lino not c\c<« ding fitly pounds 

The borrow mg powers of a Company are usually 
defined in tbe Memorandum or Articles, and, unless 
such provision is made, a Company lias no power to 
borrow unless such borrowing is properly incident to 
tbe carrying on of che business. A trading Company 
has an implied power to borrow and give security, 
even without any specific powers to do so. ( General 
Auction Estate Co. v. Smith, 1891, 3 Ch. 432.) 

The borrow big powers of a Company are commonly 
limited by the Articles, and any loan incurred beyond 
the limit, and the securities given for it, are void 
(, Howard v. Patent Ivory Co., 1888, 38 Ch. D. 156) ; 
if the loan is ultra vires the Directors, but intra vires 
the Company, it can be subsequently ratified by the 
Company ( Irvine v. tfnion Bank of Australia, 1877, 
A.C, $66). An overdraft at a Bank must be taken 
into account where limited powers of borrowing axe 
involved. (Looker v. WriMw. 1880. 9 Q.B.D. 897.1 
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Debentures may either be secured by a fixed 
charge on specific assets, or by a floating charge on 
the general undertaking of the Company, which may 
or may not include a charge on the uncalled Capital. 

Uncalled Capital created under § 59, which cannot 
be called up except in the event of Liquidation, cannot 
be made the subject of a charge. (Bartlett v. Mayfair 
Property Go., 1898, 2 Oh. 28.) 

The practice, at one time common in certain 
classes of Companies, of creating a floating charge 
after it is known that the Company is insolvent, and 
immediately prior to the Company going into Liquida- 
tion, for the purpose of securing an already existing 
debt, is defeated by § 212, under which every floating 
charge, if created within three months of the com- 
mencement of winding-up, is invalid except as to the 
amount of any cash paid to t lie Company at the time 
of, or subsequent to, the creation of, and in con- 
sideration for, the charge, together with interest on 
that amount at the rate of 5 per cent, per annum. 

§ 32. -Register of Debenture-holders. 

102. — (1) Eveiy register oi holders of debentures of a company 
shall, except when dosed m accoi dance uith the articles during such 
period or periods (not exceeding m the >\hole thirty days m any year) 
as may bo specified in. the artidos, he open to the inspection of the 
registered holder of any such debentures, and of any holder of shares 
in the company, but subject to such reasonable restrictions as the 
company may m general meeting impose, so that at least two hours 
In each day are appointed for inspection, and every such holder may 
require a copy of the register or any part thereof on payment of sixpenoe 
for every one h un dred words Tcquued to be copiod, 

(2) A copy of any trust deed for securing any issue of debentures 
shall be forwarded to every holder of any such debentures at his request 
on payment in the case of a printed trust deed ot the sum of one 
shilling or such leas sum as may be prescribed by the company, or, 
where the trust deed has not been printed, on payment of sixpence 
tm eWty one hundred words required to be copied* 


* u 
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(3) If inspection is refused, or a copy is refused or not forwarded, 
the company shajl be liable to a fine not exceeding five pounds, and 
to a further fino not exceeding Iwo pounds for every day during which 
the refusal continues, and every director, manager, secretary, or other 
officer of the company who knowingly authorises or permits the refusal 
shall incur the like penalty. 

Although the above section refers to the Register 
of Debenture-holders, there is no provision requiring 
the Company to keep such a book. 

§ 33.— Irredeemable Debentures. 

103. A condition contained in any debentures or in any deed 
for securing any dobentmos, wn other issued or executed before or 
after the passing of this Act, shall not be invalid by reason only that 
thereby the debentures are made irredeemable or redeemable only on 
the happening ot a contingency, howc\er remote, or on the expiration 
of a period, however long, any rule ot equity to the contrary not*' 
withstanding. 

Although it had been customary for some years 
to issue Debentures or Debenture Stock described as 
“ Perpetual ” or “ Irredeemable,” doubts were ex- 
pressed whether supb provisions did not in fact amount 
to a clog on the equity of Redemption, thus rendering 
it invalid. 

The abovo section defines the law as being in 
accordance with practice. 

§ 34. — Re-issue of Redeemed Debentures. 

104. — (i) Where either before or after the passing of this Acta 
company has redeemed any debentures previously issued, the company, 
unless the articles or the conditions of issue expressly otherwise provide, 
or unless the debentures havo been redeemed in pursuance of any i 
obligation on the company so to do (not being an obligation enforceable 
only by the person to whom the redeemed debentures wore issued or 
his assigns), shall have pow$r, and shall be deemed always to hate*' 
had power, to keep the debentures alive for the purposes of re*issUe, 

J and where a company has purported to exercise such a power the 1 
r company shell have power, and shall be deemed always to have hajt 
power, to reissue the debentures either by reissuing the same debent ttrds ** 
u e* by issuing other debentures in their ^aee* had upon such * re#st# 

Pi * » f 



u 32 - 34 .;] 4 * 

THE COMPANIES ACTS, 1908 TO 1917. 261 


the person entitled to the debentures shall have, and shall be deemed 
plwayg to have had, the same rights and prionties as it tho debentures 
had not previously been issued. 

(2) Where with tho obiect of keeping debentures alive for the 
purpose of re issue the 7 hive < ithtr b< fou or dfter tho passing of this 
Act been transferred to a nominee of tho company, a tiansier from 
that nominee shall be deemed to be a 10 i^suo for tho purposes ol thjs 
Section 

(3) Where a company has eithei btfole or aftei the passing of this 
Act deposited any of its debentures to secure advances fiom time to 
time on eurient account or othe iwisc , the elt bent ure s shall not be deemed 
to have been redefined by re ison only oi the ar count of the Company 
having ceased to be in debit Minis! the debemtures lemamed so 
deposited 

(4) The reissue of a debentuxe 01 t lie issue of axiotlui debenture 
in its placo under the power by this s< etion gi\en to, 01 deemed to have 
been possessed by, a company whether the ic issue or issue was made 
before or after the passing of tins Act shall be treated as tho issue 
of a new elebentuio lor the pm poses ot st imp duly, but it shall not be 

treated lor tho purposes of any provision limiting the amount or 
number of debentures to be isiued. 

Tho above section was introduced into the Com- 
panies Act, 1907, as a result of various decisions which 
had been made by the Courts reversing what was 
thought to be the legal position with regard to the 
re-issue of redeemed Debentures. It had been held 
that a Company could not re-issue any Debentures 
which had been redeemed, to rank pari j>assu with other 
Debentures of the same senes, unless power to do so 
was a condition of the original issue {Gtorge Boutledge 

Sons, 1904, 2 Ch. 474 ; IF. Tasler a Sons, 1905, 
2 Ch. 587). The result of these decisions was that a 
Company, not having taken power to re-issue at the 
time the original issue of Debentures was made, 
found that when some of the Debentures had been 
'redeemed, the whole of the security afforded by the 
assets c har ged under the original issue was appro- 
priated to the remaining Debenture-holders of the 
'«eriea, greatly enhancing their security, but *t the 
time reducing the resources of the Company fat 



[Chap. VII. 

262 ' PRACTICAL AUDITING. * 

borrowing purposes. This interpretation of the lands' 
created considerable difficulties, since a large nuxbbtiXi 
of Companies had been in the habit of re-issuing their 
redeemed Debentures, and serious doubtp arose as 
to their validity. For this reason the provisions ip « 
this section, empowering a Company to re-issue re- 
deemed Debentures in certain cases, was made retro- 
spective, except in so tar as the particular cases which 
had already been the # subject ot the decisions of the 
Court. 

Sub-section (3) expicssly provides for cases where 
Debentures are deposited as collateral security for an 
Overdraft, when such Debentures shall not be deemed 
to have been redeemed merely by reason of the Over- 
draft having been paid otf. It had been held that 
when an Oveidiult was paid off the Debentures were 
redeemed, and the security afforded by them gone 
(Ijondon (hnnal Inv< stmt nl Tru v. Russian Petroleum 
Go., 1907, 2 Oh. 540) ; but this is now no longer the 
^ase. 

/ § 35. — Statement to be published by Banking 
and certain other Companies. 

108.- (1) L\uy comp my being a limited banking ootnpany or 
an insurance company 01 a deposit, piovidfiit, or benefit society shall, 
befoio it commences business, and also on the hrst Monday m Fobruaiy 
and the first Tuesday m August in ovtry year during tv Inch it carries 
on business, make a statumnt m the form marked 0 in the First 
Schedule to this Act, or as near thereto as circumstances will admit. 

(2) A copy of tlie statement shall be put up m a conspicuous 
place m the registered office ot the company, and in every branch office 
or place where the business of the company is carried on 

(8) Every member and every cieditor of the company shall be 
entitled to a copy of the statement, on payment of a sum not exceeding 
sixpence 

* (4) If default is made In compliance with this section, the company 

shell m liable to a fine not exceeding five pounds for evtMy day during* 
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which the default continues ; and every director and manager of the 
company who knowingly and wilfully authorises or permits the default 
shall be liable to the like penalty. 

(5) For the purposes of this Act a company that carries on the 
business of insurance m common with any other business or businesses 
shall be deemed to be an insurance company. 

(6) This section shall not apply to any life assurance company 
nor any other assurance company to 'which the provisions of the Life 
Assurance Companies Acts, 1S70 to 1N72, as to the annual statements 
to be made by such a company, apply with or without modifications, 
if the company compile* with those piowsions. 

The following is the Form ijreseribed : — 

FORM" C. 

Form oi Statement ti> be published by 15 vn king and Insurance 

CoMPANirs, and Dlposii, Pbovidj m, or Benpiit SooiJDTirs. 

* The share capital of the company is , divided into 

sliares of each. 

The number oi shaies issued is 

Calls to the amount ol pounds pci shaie have been 

made, under which flic sum of pound lias been received. 

The liabilities of the company on the fust day of January (or July) 
were— 

Debts owm« to sundry persons hy the company. 

On judgment. £ 

On specialty, £ 

On notes or hills, £ 

On simple contracts, f 
On estimated liabilities, l • 

The assets of the company on that da\ weie — 

(jovernment seciuitns \\UiUuq them] 

Bill** of < \eliang( and pionussory notes, £ 

Cash at the bankers, £ 

Othei secuiities, £ 


§ 36. —Investigation by Board of Trade In- 
♦ spectors. 

109 , — ^i) The Board of Trade may appoint one or more competent 
inspectors to investigate the affairs of any company and to report 
thereon m such manner as the Boaid direct — 

(i) In the case of a banking company having a share capital, on 
the application of members holding not less than one third 
of the shares issued : 

* Tf tile company bag no share capital the portion o! the statement relating, to capital 
1 and fft*m muit he omlttetf. 
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(u) In the case of any other company having a share capital, on 
the application of members holding not less than one tenth 
of the shares issued : 

(m) In the case ot a company not having a share capital, on the 
application ot not less than one hlth in nuinbu of the persons 
on the company’s register of membeis 

(2) The application shall be supported by such evidence as the 
Boaid of Trade may lequire loi the purpose of showing th/fct the 
applicants have good ieason*for, and are not actuated by malicious 
motives m jcquirmg, the investigation , and the Boaid of Tiade 
may, boiore appointing an inspector, lequm the applu mts to give 
aoeunty ior payment oi tin <osts of the inquny 

(3) It shall be the duty Of all otficeis and agents of the conrpany 
to produce to the inspectors all books and doeumints m their custody 
or power 

(4) An inspector may ovamir on oath the officers and agents of 
the company m relation to its business, and nn\ adnnmstci an oath 
accordingly 

(5) If any officer or agent r< fuses to pioduce any book or document 
which under this section it is his duty to produu , or to answei any 
question relating to tin .iff urs of the couipmy, hi shill be luble to a 
tine not exceeding five pounds in inspect oi each otfenie 

(6) On the conclusion ot the investigation tin mspectois shall 
report then opinion to the Boaid ot r li uie, and a copy oi the report 
Shall before aided by the Board to the ngibtcud office ot the company, 
and a lurthei copy shall, at the request of tlit ipplicants foi the 
investigation, be dclivued to them 

The report shall be wytten or punted, is the Boaid direct 

(7) All expenses of and incidental to the lmcstig it ion shall be 
defrayed by the applicants, unless the Board of Tiade direct the same 
to be paid by the company, v\lu< li the Board is here bv authonsed to do. 


This power of Inspection by the Board of Trade 
is very rarely used, but a recent case lias arisen in 
which the Directors requested the late Auditors of the 
Company to attend and give evidence, and produce 
accounts and documents in their custody, under subi 
sections (3) and (4) ; but the Auditors declined to do 
this, on the ground that they were no longer Officers 
or Agents of the Company, having retired from the 
* position of Auditors previous to the commencement of 
the inspection. The point raised by the Auditors hue 
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not been taken into the Courts, and therefore it cannot 
be said whether or not it would be upheld ; but it 
would appear that they were technically within their 
rights. 

It is clear that if any Officer or Agent of the Com- 
pany, by the mere fact of his retirement prior to the 
commencement of the Inspection, can refuse to attend 
the enquiries, or produce any books and documents 
in his possession, one of the principal advantages of 
the section disappears ; and it would seem that the 
powers afforded to the Inspectors should be extended 
to refer to all those persons who either are, or have 
been, Officers or Agents of the Company. Although 
the point lias not been tested, it would appear that the 
Auditor would be an Officer under this section, in the 
same manner as lie has been held to be an Officer 
under § 215. 


§ 37. -Investigation by Inspectors appointed by 
the Company. 

110. -(1) A company may by special resolution appoint inspectors 
to investigate its affairs. 

i (2) Inspectors so appointed shall have tlio same powers and duties 
as inspectors appointed by the Boaid of Trade, except that, instead 
of reporting to the Board, they shall report in such manner and to such 
persons as the company m general meeting may direct . 

(3) Officers and agents of the company shall incur the like penalties 
case of refusal to produce any book or document required to be 
prodlibed to inspectors so appointed, or to answer any question, as 
they would have incurred it the inspectors had been appointed by 
the Board of Trade. 

111. A copy of the report of any inspectors appointed under this 
Ac*, authenticated by the seal of the company whose affairs they hare 
investigated, shall be admissible in any legal proceeding as evidence 

tshe opinion of the inspectors in relation to any tpatter contained 
1#^ ihfy ptport* 
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§ 38. — Au ditors. 

112. — (1) Every company shall at each annual general meeting 
appoint an auditor or auditors to hold office until the next annua) 
general meeting. 

(2) If an appointment of auditors is not made at an annual general 
meetiug, the Board of liade may, on the .application of any member of 
the company, appoint an auditor of the company for the current year, 
and fix the remuneration to # lio paid to him by the company for his 
services, 

(3) A director or officer of the company shall not be capable of 
being appointed auditor of the company. 

(4) A person, other than- a retiring auditor, shall not be capable 
of being appointed auditor at an annual general meeting, unless notice 
of an intention to nominate that person to the offiico of auditor has 
been given by a shareholder to the company, not less than fourteen 
days before the annual general mooting, and the company shall sond 
a copy of any such notice to the retiring auditor, and shall give notice 
thereof to the shareholders, either by advertisement or m any other 
mode allowed by* the articles, not less than seven days before the 
annual general meeting. 

Provided that if, after notice of the intention to nominate an 
auditor has been so given, an annual general meeting is called lor a 
date fourteen clays oi less after the notice has been given, the notice, 
though not given within the time required by this provision, shall 
be deemed to have been properly given tor the purposes thereof, and 
the notice to be sent or given by the company may, instead of being 
sent or given within the time required by this provision, bo sent or 
given at the same time as the notice of the annual general mooting. 

(5) The first auditors* of the company may be appointed by the 
directors before the statutory meeting, and it so appointed shall hold 
office until the fust annual general meeting, unless previously removed 
by a resolution ol the sliareholdeis m general meeting,. in which case 
the shareholders at that meeting may appoint auditors. 

(fi) The directors may till any casual vacancy in the office of 
auditor, but while any such vacancy continues the surviving or con- 
tinuing auditor or auditors (if any) may act. 

(7) The remuneration of the auditors of a company shall be fixed 
by the company m general meeting, except that the remuneration! 
of any auditors appointed before the statutory meoting, or to fill any 
casual vacancy, may be fixed by the directors. 

113. — (1) Every auditor of a company shall have a right of acoese 
at all times to the books and accounts and vouchers of the company, 
and shall be entitled to require from the directors and officers of the 
company such information and explanation as may be necessary 
for the performance of the duties of the auditors. 

(2) The auditors shall make a report to the shareholders on the 
accounts examined by them, and on every balance sheet laid hefoTe 
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the company in general meeting during their tenure of office, auc 

the report shall state — 

* 

(a) whether or not they have obtained all the information and 
explanations they have required ; and 

(b) whether, in their opinion, the balance sheet referred to in 
the report is properly drawn up so as to exhibit a true and 
correct view of the state of tlio company's affairs according 
to the best of their information and the explanations given 
to them, and as shown by the books of the company. 

(3) The balance sheet shall be signed on behalf of the board 
by two of the directors of the company, or if there is only one director 
by that director, and the auditors’ icpoit shall he attached to the 
balance sheet, or there shall be msoited at the loot oi the balance 
sheet a reference to Hie report, ana the report shall bo read before 
the company in general meeting, and shall be open to inspection by 
any shareholder. 

Any shareholder shall be entitled to be furnished with a copy 
of the balance sheet and auditors’ report at a charge not exceeding 
sixpence for every bundled words. 

(4) If any copy oi a balauce sheet which Has not been signed 
as required by this section is issued, circulated, or published, or if 
any copy of a balance sheet is issued, circulated, or published without 
either having a copy of the auditors’ report attached thereto or con- 
taining such reference to that leport as is lequiml by this section, 
the company, and every director, manager, secretary, or other officer 
of the company who is knowingly a party to the default, shall on 
conviction be liable to a fine not exceeding fifty pounds. 

(5) In the caso of a banking company legist ered after the fifteenth 
day of August, eighteen hundred and seventy nine- 

fa) if the company has branch banks beyond the limits of Europe 
it shall be sufficient it the auditor is allowed access to such 
copies of and extracts iioui the books and accounts of any 
such branch as have been transmitted to the head office of 
the company in the Tinted Kingdom ; and 

(b) the balance sheet must be signed by the secretary or manager 
(if any), and where time an more than three directors of 
the company by at least time of those directors, and where 
tiieie are not more than tluee directors by all the directors. 

114, — (1) Holders of preference shares and debentures of a com- 
pany shall have the same right to receive and inspect the balance 
sheets of the company and the reports of the auditors and other 
reports as is pqgsessed by the holders of oidmary shares in the company. 

(5&) This section shall not apply to a private company, nor to 
a company registered before the fiist day of July nineteen hundred 
and eight. 

The above sections have been fully dealt with in 

Chapter VI. 
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§ 39. — Liability of Directors and Officers for 
Misfeasance or Breach of Trust. 

215, — (1) Whore m the couist of winding up a company it appears 
that any poison who lias taken part in the formation or promotion 
of the company, oi any past or present duector, manager, or liquidator, 
or any officer of the company, has misapplied or retimed or become 
liable or account ibk foi any money or piopcrty of tho company, or 
been guilty of any mislcasmce or hi each of tiusl in lelation to the 
company, the court iut>, oil the application of the official receiver 
or of the liquid itor, or of in> credit oi or conli hutoiy, ex mane into 
the conduct of the piomotci dim tor, muiagfi, liquid itor, or officei, 
and compel him to i<pi> or i c st *>i» tho mom> or piopcrly or any part 
theieof icspoctivcly wilh mtcust at such i itc is the court thinks just, 
or to contribute such sum to tin assets of tho compwij by way of 
compensation m respect of the misapplication retxmu, misfeasance, 
or broach of tiust as the comt tJm ks just 

(2) This section shill q>pl> notwithstanding thit the offence is 
one for which the offciuici in ly be ctiminilly ic sponsible 

An Auditor Ji.xs been held to be an Officer under 
this, section ( London d- Ccnetal Bank, No. 1, 1895, 
2 Ch. 166 ; Kingston Colton Mill Co., Ltd., 1896, 

1 Ch. 6 ) ; these eases have been considered in Chapter 
VI., § 2, where the question as to whether an Auditor 
can be said to be in all oases an Officer of the Company 
is discussed. The nature and extent of the Auditor’s 
liability is fully dealt with in Chapter XII. on the 
Liabilities of Auditors. 

The Secretary is an Officer of the Company 
(McKay's case, 1876, 2 Ch. D. 1). The Company’s 
Bankers are not Officers within the section (Imperial 
Land Co. of Marseilles, 1870, 10 Eq. 208) ; nor in the 
ordinary course is a Company’s Solicitor (Carter's case, 
1886, 31 Ch. D. 496) ; but a Solicitor has been held 
to be an Officer when he does all the work for a fixed 
salary (Libercttor Building Society, 1894, 71* L.T. 400). 

The term “ breach of trust ” is applied to eases 
involving misapplication of the funds of the Company^ 
the, term “ misfeasance ” to oases involving other 
breaches df duty. Misfeasance wnst result & dfiage « 
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to the Company (Coventry <£? Dixon's case , 1880, 

14 Ch. D. 660). It is not within the province of this 
work to discuss in detail the various cases of mis- 
feasance affecting Directors ; but it may be desirable 
to note a few of the more important. Directors may 
be liable under this section to make good with interest 
the amount of dividends improperly declared (Stringer's 
case, 1869, 4 Ch. D. 475 ; National Funds Assurance 
Co., 1879, 10 Ch. D. 118; Oxford Benefit Building . 
Society, 1887, 35 Ch. 1). 502 ; London <fc General 
Bank (2), 1895, 2 Ch. 673) ; or dividends paid 
where there are no profits available (re Sharpe v. 
Bennett, 1892, 1 Ch. 154 ; National Bank of Wa les. 
1899, 2 Ch. 650) ; but it the Shareholders received 
their dividends knowing that they were paid out of 
Capital, the Directors will have a right to recover 
from such Shareholders to the extent to which they 
have received such dividends ( Moxham v. Grant, 1900, 

1 Q.B. 88). 

Directors may be liable for improperly obtaining 
qualification shares from promoters or vendors (De 
Buvigne's case, 1877, 5 Ch. D. 306 ; Pearson's case, 
1877, 5 Ch. D. 336) ; or for leeerving gifts of shares 
from the Vendor (Postage Stamp, (be., Co., 1892, 

3 Ch. 566) ; or for making gifts to themselves without 
the sanction of the Articles (Geo. Newman & Co., 
1895, 1 Ch. 674) ; or for making illegitimate profits by 
dealing in the Company’s shares (Parker v. McKenna, 
1875, Iff Ch. 118) ; or for speret commission (Boston 
Deep Sea Co. v. Ansell, 1888, 39 Ch. D. 339) ; or for 

* pot disclosing their interests in Contracts with the 
Company (in re Cape Breton Co., 12 A.C. 652). , 

| 27ft provides relief in certain cases as follows 

- *». film any proceeding agatoct » director, or person occupying 

v ty» jetton o*. director, of * company tot negUgwu* «r breach *1 , 



[Chap. VII. 

270 * PEACTIOAL AUDITING. 

trust it appears to the court hearing the ease that the director or person 
is or may bo liable in respect of the negligence or breach of trust, but 
has acted honestly and reasonably, and ought tairly to be excused 
for the negligence or bicach of tiust, that court may lelieve him, 
either wholly or paitly, from Ins liability on such terms as the court 
may think proper 

Where the Articles of a Company provide that 
Directors shall not be liable for damages occasioned 
even by their negligence, where such negligence is not 
dishonest, no action under § 215 can lie. (In re 
Brazilian Bubbe ; Plantation and Estate s', Ltd., 1911, 
L J. Ch 221 ) 

§ 40. - Penalties for False Statements. 

281, If any poison m .my ietuin, report, certificate, balance sheet, 
or other docuriunt nquiied by oi tor the purposes of any of the 
provisions of this Ut specified m the Fitfcli Schedule hereto, wilfully 
makes a statement false m *mv maleiial particular, knowing it to be 
false, he shall be guilty ot a misdemeanor, and shall be liable on con - 
uttion on indictment to impmoimt nt> ]or a term not exceeding tuo 
geaib. with or without hard labour and on summary conviction to 
imprisonment toi a term not cxufding tour months, with or without 
hard labour, and m either case to a fine m lieu oi or m addition to such 
imprisonment as aforesaid : 

Provided that the fine imposed on sumni uy conviction shall not 
exceed one hundred pounds 

The words printed in it Alios were repealed and 
substantially le-enacted by the Perjury Act, 1911 (§ 5). 


§ 41. — The Companies (Particulars as to Directors) 
Act, 1917 . 

The object of the Act is to prevent the purpose of 
the Registration of Business Names Act, 1916, from 
being defeated by converting the firm into a private 
company. § 1 applies to all companies and provides : 

(1) that the annual summary of a British company}* 

(2) the return to the Registrar to be made by a foreign 
Company carrying on business here ; and (2) the 
Register of Directors most give the same particulars 
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with regard to Directors as would be necessary if they 
were partners in a firm requiring registration. 

In the case of Companies registered here, oi 
establishing a place of business here, after the 22nd 
November, 1916, similar particulars arc to appear on 
all trade catalogues, trade cards, circulars and business 
letters. The term “ Director ” includes not only 
, actual Directors, but any person who occupies a position 
of a Director and applies to any person in accordance 
with whose directions or instructions the Directors 
of a Company are accustomed to act. The additional 
particulars required arc : any former names ; 
nationality if not British ; if nationality be not 
nationality of origin, then in addition the nationality 
of oiigin. 

$ 42. — The Companies(Foreign Interests)Act,i9i7. 

Under this Act, a Company whose Articles contain 
any provisions limiting the interests or authority of 
aliens (N.B.— Not only enemy aliens), or the control 
of the Company by aliens, cannot alter these provisions 
without leave of the Board of Trade : the decision 
of the Board of Trade to be final and conclusive. 

In such cases a Resolution for Voluntary Winding-up 
is to bo of no effect unless ratified in writing by the 
Board of Trade. 

The Court in such cases has discretion to refuse to 
make a Winding-up Order. 

The Board or the Court shall be guided by the 
consideration whether the Winding-up is bond fide, or 
only with a view to getting rid of the restrictions. 

• The Board of Trade, in giving consent, or the Court 
in making a Winding-up Order, may impose such 
terms or conditions as it thinks fit. 
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CHAPTER VIII. 

TABLE “ A ” OF THE 
COMPANIES (CONSOLIDATION) ACT, 1908. 

§ 1. — The Application of Table “ A.” 

Table “A” is contained in the. First Schedule to 
the Companies (Consolidation) Act, 1908, and is a 
model set of Articles which must be adopted by all 
Companies not possessing Articles of their own, under 
§ 11 of that Act, and in the case of Companies possessing 
Articles of their own, Table “ A ” applies in so far as 
it is not expressly excluded or modilied. 

The original Table “ A ” constituted the First 
Schedule to the Companies Act, 1862. It contained, 
however, many provisions which were inconvenient 
and obsolete, and under the powers conferred by that 
Act on the Board of Trade, a revised Table was issued, 
which came into operation on the 1st October, 1906, 
and applied to all Companies registered after that date. 
Companies registered before that date working under 
the old Table could adopt the revised form by Special 
Resolution, but were not obliged to do so, and many 
Companies continue to work under the old provisions. 
^Che present Table “ A ” incorporated in the Con- 
iwMation Act is the same as the revised Table, with 
■^vif^ption of one or two slight alterations, ^an^;. 

Companies registered, after the ! 1st 
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1909, in so far as they do not expressly exolude its 
operation. Where the original Table continues to 

4 

operate, it can be looked upon in the light of special 
Articles in the same sense as if the Company had 
Articles of its own. 


§ 2.- T able “ A. ” 

The following aie the most important clauses of 
Table “A” with which the Auditor should be 
familiar : 

(a) Shares. 

3 Sublet to tho pio\ lbions, ll any, in <liat behalf of the memo* 
i an du m of association oi tho company, and without prejudice to any 
special lights previously con fcned on tin holders oi existing shares m 
the company, any share m tin comp my mi\ be issued with such 
preterm!, defence!, or otlm special lights, oi sin li restrictions, whether 
m regai d to dividend, voting, ntiini oi sluic capital, oi otherwise. as 
the company may hom turn to tunc by special resolution dot ei mine 

4 II at any time the sliaie e«ipit iJ is divided into elifle u nt classes 
of shaie^s, the lights attaelud to anv (lass (unless otherwise piovidod 
by the teims of issue of the shares of that cliss) liny be yaned v\ith 
the consent m wilting oi the lioldcis oi thicoionilhs oi the issued 
shares of that clans, oi with tho sanction oi an < x(i roidinary i< solution 
passed at a separate general meeting of the holeleis oi tho shares oi 
the class To every such separate genu il meeting the provisions of 
those legulations relating to genual meltings shall mutitis mutandis 
apply, hut so that the necessary quorum shall bo two poisons at least 
holding oi lepiesentuig by piovy one third ot the issued shaies of 
the class 

8 No pait oi the funds ot the company shall he employed in the 
purchase ot, or in loans upon the sceunlv oi, the company’s shaies 

(b) Calls on Shares. 

12 The directors may tiom time to tune make tails upon the 
members in respect of any moneys unpaid on their shares, provided 
that no call shall exceed one-fourth oi tho nominal amount of the 
share, or be payable at less than one month from the last call ; and 
each member shall (subject to receiving at least fourteen days' notice 
specifying tho time or times of payment) pay to the company at thb 
time or times so specified the amount called on his shares. 

14. If a sum called in respect; of a share is not paid before or on 
the day appointed for payment thereof, the person from whom the 
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sum is due shall pay interest upon the sum at the rate of five pounds 
per cent, per annum from the day appointed for tlie payment thereof 
to the time of the actual payment, but the directors shall be at liberty 
to waive payment of that inleiest wholly or in part. 

15. The provisions of these regulations as to payment of interest 
shall apply in the ease of nonpayment of any sum which, by the terms 
of issue of a share, becomes payable at a fixed time, whether on account 
of the amount of the share, or by \v:n of premium, as if the same had 
become payable by virtue of a call duly made and notified. 

17. The directors may, if they think fit, receive from any member 
willing to advance the same all or anv part of the moneys uncalled 
and unpaid upon any shares held by him ; and upon all or any of 
the moneys so advanced may (until 1b? k same would, but for such 
advance, become presently payable) pay interest at such rate (not 
exceeding, without the sanction oi (he company in general meeting, 
six per cent.) a« may bo agreed upon between the member paying 
the sum in advance and the directors 

(c) Forfeiture of Shares. 

24. If a member tails to pay anv call or instalment of a call on 
the day appointed for payment theieoi, tin directors may, at any 
time thereafter during such time as any part of such call or 
instalment remains unpaid, serve a notice on him requiring payment 
of so much of the call or instalment as is unpaid, together with any 
interest which may have* accrued. 

25. The notice shall name a further day (not earlier than the 
expiration of fourteen days from flu* dale of the notice) on or before 
which the payment required by the notice is to lie made, and shall 
state that in the event oi nonpayment at or before the time appointed 
the shares in respect of which the call was made will bo liable to be 
forfeited. 

26. If the. requirements oi any such notice as afoicsaid are not 
complied with, any share in respect ot which the notice has been given 
may at any time thereafter, before the payment required by the notice 
has been made, be forfeited by a resolution oi the directors to that 
effect. 

27. A forfeited share may be sold or otherwise disposed of on 
such terms and in such manner as the directors think fit, and at any 
time before a sale or disposition the forieiture may bo cancelled on 
such terms as the directors think fit. 

28. A person whoso shares have been forfeited shall cease to be a 
member in respect of the forfeited shares, but shall, notwithstanding, 
remain liable to pay to the company all moneys which, at the date of 
forfeiture, were presently payable by him to the company in respect of 
tbb shares, but his liability shall cease if and when the company receive 
payment in full of the nominal amount of the shares. 

29. A statutory declaration in writing that the declarant is a 
director of the company# and that a share in the company has been 

$ 2 
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duly forfeited on a dale stated in the declaration, shall be conclusive 
evidence of the facts therein stated as against all persons claiming to 
be entitled to the share, and that declaration, and the receipt of the 
company for tho consideration, if any, given for the share on the sale 
or disposition thereof shall constitute a good title to the share, and 
the person to whom the share is sold or disposed of shall be registered 
as the holder of tho share, and shall not be bound to see to the application 
of the purchase money, if any, nor shall his title to tho share be affected 
by any irregularity or invalidity in the proceedings in reference to 
the forfeiture, sale, or disposal ot the share. 

30. The provision* of these regulations as bo forfeiture shall apply 
in the case of nonpayment of any sum which, by the terms of issue of 
a share, becomes payable ats a fixed time, whether oil account of the 
amount of the share, or by way of premium, as if the same had been 
payable by virtue of a call duly made and notified. 

Under the original Tabic “ A *’ the Shareholder 
remains liable for Calls in arrear at the time of for- 
feiture, notwithstanding the forfeiture ; but under the 
present Table the liability of the Shareholder ceases 
as soon as the Company shall have received payment 
in full to the extent of the nominal amount of the 
shares. 

Under the original Table the Forfeited Shares may 
be disposed of as the Company in General Meeting 
thinks fit. Under, the present Table the Directors 
have the power of disposal ; and further power is 
given for forfeiture of shares in respect of non-payment 
of premium. 

(d) Alteration ot Capital. 

41. Tho directors may, with tho sanction of an extraordinary 
resolution of tho company, increase tho sharo capital by such sum, to 
bo divided into shares of such amount, as the resolution shall proscribe. 

42. Subject to any direction to the contrary that may bo given by 
tho resolution sanctioning tho increase of sharo capital, all now shares 
shall, before issue, be offered to such persons as at tho date of the offer 
are entitled to receive uoticos from the company of general meetings in 
proportion as nearly as the circumstances admit, to the amount of the 
existing shares to which they are ontitlod. Tho offer shall be made, by 
police specifying the numbhr of shares offered, and limiting a time 

‘within which the offer, if not accepted, will be deemed to be declined, 
and, after the expiration of that time, or on the receipt of an intimation 
from tho person to whom tho offer is made that he declines to accept 
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the shares offered, the directors may dispose of tlic same in such manner 

as they think most beneficial to the company. The directors ma\ 

likewise so dispose of any new shares which (by reason of the ratio 

which the now shares boar to shares hold by persons entitled to an offer 

of now shares) cannot, in the opinion of the directors, be conveniently 

offered under this article. 

* 

43 . The new shares shall be .subject to the same provisions with 
reference to tlic payment, of calls, liVn, transfer, transmission, forfeiture, 
and otherwise as the shares in the original share capital. 

44 . The company may, by special resolution — 

(a) Consolidate and dnide ils share capital into shares of 
larger amount than its existing shares: 

(b) By subdivision of its existing shares, or any of them, 
divide the whole or any part of it* share capital into 
shares of smaller amount than is lived by the memorandum 
of association, subject, nevertheless, to iho provision* of 
paragraph (d) of subsection (1) of section forty-one of the 
Companies (Consolidation) Act, 11)08 : 

fc) Cancel any shares which, at the date of the passing of the 
resolution, have not been taken or agreed to be taken by 
any person : 

{d) Reduce its share capital in any manner and with and 
subject to any incident authorised and consent required 
by law. 

Under tlic original Table “A” the Company can 
increase its Capital by Special Resolution ; under the 
present Table increase can be effected by Extra- 
ordinary Resolution. No power is ’given in the original 
Table for the reduction or alteration of Capital except 
by forfeiture of .shares. 

(e)' Directors. 

68. The number of the director, aud the names „J the first directors 
shall be determined in writing by a majority of the subscribers of the 
memorandum of association. 

69 . Tho remuneration of the directors shall from time to time be 
determined by the company in gencial meeting. 

70 . The q ualifi cation of a director shall bo the. holding of at least 

one. share in tho company, and it shall be his duty to comply with tho 
provisions of section seventy-three ot tho Companies (Consolidation) 
Afit, 1908 . , 

. Under the original Table “ A ” no share qualifi- 
cation is required for Directors. 
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(f) Powers and Duties of Directors* 

71. The business of the company shall be managed by the directors, 
who may pay all exponses incurred in getting up and registering the 
company, and may exercise all such powers of the company as are 
not, by the Companies (Consolidation) Act, 1908, or any statutory 
modification thereof for the time being in force, or by these articles, 
required to he exercised by the company in general meeting, subject 
nevertheless to any regulations of these articles, to the provisions 
of the said Act, and to such regulations being not inconsistent with 
the aforesaid regulations or provisions, as may he prescribed by the 
company in general meeting ; but no regulation made by the^ company 
in general meeting shall invalidate any prior act of the directors which 
would liaAe been \alid if that regulation had not been .made. 

72, The directors may lrom time to time appoint one or more of 
their body to the office of managing director or manager for such term 
and at such remuneration (whether by way of salary, or commission, 
or participation in profits, or pajtly in one way and partly in another) 
as they may think fit, and a director so appointed shall not, while 
holding that office, be subject to retirement by rotation, or taken into 
account in determining the lotation of retirement ot directors; but 
his appointment shall bo subject to determination ipso facto if he 
ceases from ativ cause to be a director, or iT the company in general 
mooting resol vo that his tenure of the oflieo of managing director or 
manager be determined. 

73. The amount tor the time being remaining undischarged of 
moneys borrowed or raised by the directors for the purposes of the 
company (otherwise than by the issue of share capital) shall not at 
any time exceed the issued share capital of the company without the 
sanction of the company in general meeting. 

74, The directors shall duly comply with the provisions of the 
Companies (Consolidation) Act, 1908, or any statutory modification 
thereof for the time being in force, and in particular with the provisions 
in regard to the registration of the particulars of mortgages and charges 
affecting the property of the company, or created by if, aiid to keeping a 
register of the directors, and to sending to the Registrar of Companies 
an annual list of members, and a summary of particulars relating 
thereto, and notice of any consolidation or increase of share capital, or 
conversion of shares into stock, and copies of special resolutions, and a 
copy of the register of directors and notifications of any changes therein. 

75. The directors shall cause minutes to he made in books provided 
for the purpose - 

{a) of all appointments of officers made by the directors; 

(b) of the names of the directors present at each meeting of 
the directors and of any committee of the directors ; 

(c) of all resolutions and proceedings at all mootings of the 
company, and of the directors, and of committees of 
directors ; 

and every director present at any meeting of directors or committee of 
directors shall sign Ills name in a book to be kept for that purpose. 
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Under the original Table “ A ” the Directors have- 
no power to appoint a Managing Director. 

(g) Disqualifications of Directors. 

77. The oflico of director shall he vacated if the director— 

(a) ceases to be a director by virtue of seel ion seventy-three 
of the Companies (Consolidation) Act, 1908; or 

( b ) bolds any other oflice of profit under the company except 
that of managing director or manager; or 

(c) becomes bankrupt ; or 

(d) is found lunalie or becomes of unsound mind ; or 

# * 

(c) is concerned or participates in the profits of any contract 
with the company : 

Provided, however, that no director shall vacate his oflice by reason 
of his being a member oi any company which has entered into contracts 
with or done* any work for the company ol which he is director; but 
a director shall not vote in respect of any such contract or work, and 
if he does so vote his vote shall not lx* counted. 

(h) Dividends and Reserve. 

95. The company in general meeting ina\ declare dividends, hut 
no dividend slu.il exceed the amount recommended by the directors. 

96. The directors may from time to time pay to tho members 
such interim dividends as appear to the directors to be justified by 
the profits of the company. 

97. No dividend shall ho paid otherwise than out of profits. 

98. Subject to the rights of poisons, if Juiy, entitled to shares with 
special rights as to dividends, all dividends shall be declared and paid 
according to tho amounts paid on the shares, hut if and so long as 
nothing is paid up on any ol the shares in the company dividends may 
be declared and paid according to tho amounts oi the shares. No 
amount paid on a share in advance ol calls shall, while carrying interest, 
be treated for flu* purposes of this article as paid on the share. 

99. The directors may, before recommending any dividend, set 
- aside out of tho profits of the company such sums as they think proper 

as a reserve or reserves which shall, at the discretion of the directors, 
be applicable for meeting contingencies, or for equalising dividends, 
or for any other purpose to which 7 bo profits of the company may 
bo properly applied, and pending such application may, at tho like 
discretion, either be employed in the business of the company or be 
’ invested in suoh investments (other than shares of the company) as 
the directors may from time to time think fit. 

100. If several persons are registered as joint holders of any share 
any one of them may give effectual receipts for any dividend payable 
on the share. 
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101. Notice of any dividend that may have been declared shall 
be given in manner hereinafter mentioned to the persons entitled to 
sbaro therein. 

102. No dividend shall boai interest against the company. 

Under the original Table “ A ” there is no provision 

to pay interim dividends, and dividends could only 
be paid out of profits from cmryiny on the business of 
the Company, binder the present Table interim divi- 
dends can be paid if the profits of the Company justify 
such a course; and the restriction of the definition of 
profits as arising from carrying on the business of the 
Company is deleted. What constitutes profits available 
for dividend, and the meaning of the term profits 
genorally, is a most important subject, which will be 
discussed in Chapter X. 

Under the original Table, dividends must be paid 
according to the nominal value of the shares, irre- 
spective of the amounts paid up. Tn some cases this 
operates very inequitably as between Shareholders, and 
the present Table provides that dividends shall be 
paid according to the amounts paid up on the 
shares, exclusive of* calls paid in advance bearing 
interest. 

Under the original Table powei is given to forfeit 
the dividends unclaimed after a period of throe years 
from the date of declaration. No such power is given 
in the present Table. Under the regulations of the 
Stock Exchange no quotation will be granted to a 
Company which takes powers to forfeit unclaimed 
dividends. 

(I) Recounts. 

103, Tho directors shall oause true accounts to bo kept — t 

(a) of tho sums of money received and expended by the 
company and the matter in respect of which such receipt 
and expenditure takes place j and 
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# (b) of the assets and liabilities of the company. 

104. The books of account shall be kept at the registered office of 
fcho company, or at such other place or places as the directors think 
lit, and shall always be open to the inspection of the directors. 

105. The directors shall from time to time determine whether 
and to what extent and at what times and places and under what 
conditions or regulations the accounts and books of the company 
or any of them shall bo open to the inspection oi members not being 
directors, and no member (not being a director) shall have any right 
of inspecting any account or book or document ol the company except 
as conferred by statute or an I housed h> the directors or by the 
company in general meeting 

106. Once at least in o\civ \<ar tluMliieciois shall lay before the 
company m general meeting a piotit and loss account for the period 
since the preceding account or mi tin* case ol the first account) since 
the inc orp oration of the company, made up to a date not more than 
six months before such meeting 

‘107. A balance sheet ^hall 1m* made out m e\eiy >ear and laid 
before the company in general meeting, made up to a date not more 
than six months before such m« cling. Tin* balance sheet shall be 
accompanied by a report of the direct ois ns to the state of the company’s 
affairs, and the amount which tin v locommend to he paid by way 
of dividend, and the amount, it an), which the) propose to carry 
to a reserve fund. 

108. A copy ol the balance sheet and rcpoii shall, seven days 
previously to the meeting, be sent to the poisons entitled to receive 
notices of general meetings in the manner in which notices are to bo 
given hereunder. 

Under the original Table tiny accounts must be 
kopt of Stock-in-trade, Receipts and Payments, and 
Credits and Liabilities. The present Table revises the 
clause in such a way as to practically require the 
Company to keep proper books by Double Entry. 

Under the original Table the books of account are 
open to the inspection of all members of the ( 'ompany. 
T his power is frequently abused, persons becoming 
members solely for the purpose of enabling them to 
inspect the books of the Company, and obtain infor- 
mation which they might use to the disadvantage of 
the Company. Consequently, the present Table pro- 
vides tha t no Shareholder not being a Director shall 
have access to the books, other than as conferred by 
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Statute, or authorized by the Directors, or by the 
Company in General Meeting. 

The provisions in the original Table relating to the 
form of Accounts have become obsolete, and are 
materially revised in the present Table. In the place 
of the Income and Expenditure Account it is now 
necessary to submit a 'Profit and Loss Account to the 
Shareholders. The Profit and Loss Account and 
Balance Sheet must be made up to a date not more 
than six months before the Meeting. In the original 
Table the period is three months, but this lias been 
found to be too short in many cases, particularly 
where accounts have to be received from abroad. 

Under' the original Table, a form of Balance Sheet 
was prescribed, and Companies working thereunder 
must still adhere to such form, as far as circumstances 
permit. In practice, however, it has been found 
inconvenient to lay down any prescribed form of 
Balance Sheet, and no specific form is required by the 
present Table “A.” 

; 

(j) Audit. 

•> 

109. Auditors shall bo appoint* d and their duties 1 emulated m 
accoi dance with sections one bundled and twtho and cm hundred and 
thirteen ot tin ronipanies (Consolidation) Vet, li)0S, oi any btatutoiy 
modification thereol ior tin time bciiHj in lone 

The clauses in the original Table “A” relating to 
Audit, apply in the case of those Companies con- 
tinuing to w T ork under that Table, except in so far 
as they are superseded by §§ 112 and 113 of the 
Companies (Consolidation) Act, 1908. The only point 
of importance in this connection is that under the 
original Table the Auditor is required to report that 
the Balance Sheet is “full and fair,” whereas these 
words are not required under the present Table. 
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CHAPTER IX. 

THE AUDIT OF A LIMITED COMPANY. 


§ 1. -Considerations on appointment as Auditor. 

The general considerations on the commencement 
of a new Audit have been dealt with in Chapter I., 
§5 (b), and the importance of obtaining a list of the 
books in use and a statement of the Internal Check 
in operation (if any) has been pointed out. In the case 
of a Limited Company, there are further points which 
the Auditor should considei at this stage : 

(a) The Appointment of the Auditor. 

If the Company is a new one, the Directors have 
power under § 1 1 2 of the Companies (Consolidation) 
Act, 1908, to appoint the Auditor prior to the first 
Statutory Meeting ; and if the Auditor is so appointed, 
he should obtain from the Secretary of the Company 
a copy of the Directors’ Minute recording his appoint- 
ment. If appointed by the Shareholders in General 
Meeting, in succession to the previous Auditor, he 
should obtain a copy of the Resolution, and ascertain 
that due notice of his nomination was given to the 
Shareholders and the retiring Auditor in accordance 
with the provisions of § 112 (4), since if this has not 
been- done his appointment wilt be invalid. « 

f In the case of a casual vacancy in the office of 
- Auditor, occasioned either by thte death or retirement 
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of the Auditor during his year of office, the Directors 
have power to appoint a new Auditor, and the Audito’i 
so appointed should obtain a copy of the Directors 
Minute appointing him. 

Before allowing himself to be nominated as Audito] 
in a case where the retiring Auditor is seeking re- 
election, an Accountant should make careful enquiriei 
in order to avoid any breach of professional etiquette 


(b) Remuneration of the Auditor. 

Where the Auditor is appointed by tin* Directors, 
the remuneration can be tixed by them in the first 
instance. Subsequently, the remuneration will be fixed 
by the Shareholders in General Meeting. 

The amount of the fee is generally based on the 
time which the Audit is estimated to occupy, regard 
being had to the responsibility involved. The Auditor 
is usually asked to quote a fee for which he would be 
willing to perform the Audit, but it is sometimes very 
difficult to do this with any degree of accuracy, and 
an arrangement is frequently made whereby the 
remuneration is agreed upon with the Directors after 
the Audit is completed. In succeeding years, however, 
the remuneration is commonly voted in advance by 
the Shareholders at the time of the reappointment of 
the Auditor, and the amount of the fee is usually 
agreed upon between the Auditor and the Directors, 
before the matter comes before the Shareholders. 
Sometimes the Auditor’s remuneration is voted 
retrospectively. 

In cases where the books of the Company are not 
balanced prior to the Audit, or where draft accounts 
are not prepared by the Company’s officials and 
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presented to the Auditor, he should make it clear to 
the Directors that it is no part of his duty to perform 
work .of this nature, and if it is desired that he 
should do this it will be in his capacity as Accountant. 
A separate fee should be arranged for additional work 
of this kind, or, alternatively, the Audit fee may be 
increased to include it. 

(c) Inspection of Books and Documents. 

Tn addition to obtaining a list of all the books in 
use and inspecting these, the Auditor should examine 
the following documents : 

(1) The Memorandum and Article# of Association. 

Particular reference should be made to the following 
points : — 

(a) The Objects of the Company. 

( b ) The Share Capital, the number of shares into 
which it is divided, and the rights of Shareholders 
inter sc. 

(c) How far the provisions of Table “ A ” apply, or 
whether they are expressly excluded. In so far 
as the Articles do not exclude or modify the 
Regulations in Table “ A,” the same apply. 

( d ) The Regulations as to the issue of Capital, 
Minimum Subscription, payment of Underwriting 
Commission, &c. 

(e) The Number, Remuneration, and Qualification of 
Directors. 

(f) Proceedings and Powers of the Board. 

(g) Accounts and Audit. 

(h) Dividends and Reserves. 



I l-l 

TUB AUDIT OF A LIMITED COMPANY. 287 

(2) The Prospectus. 

Where a Prospectus has been issued, the Auditor 
should examine this, with particular reference to the 
following points : 

(a) The amount of Capital pioposed to be issued, 
the different classes of shaj.es to which it relates, 
and the rights of Shareholders inter se. 

( h ) The Qualification and Remuneration of Directors. 

( c ) The minimum Subscription, and the amounts 
payable on application and allotment; also the 
dates fixed for future calls, and the amounts 
thereof, if any. 

(d) Particular of any Contract entered into with the 
Vendors for the purchase of any property, and 
the amount payable m cash, shares or debentures 
in respect of such purchase consideration. The 
amount, if any, payable for goodwill must be 
specified separately. 

(e) The amount payable for Underwriting Commis- 
sion, or for Commission on placing Shares or 
Debentures. 

(/) The amount, or estimated amount, of Preliminary 
Expenses. 

(< 7 ) Particulars of any material Contracts entered into. 

(3) Contract*. 

The Auditor should examine all Contracts with 
vendors or other persons relating to the purchase of 
property, payment of commission, or preliminary 
expenses. 

<4) Balance Sheet , Accounts and Reports. 

Except in the case of a new Company, the Auditor 
should examine the last Balance Sheet and Accounts, 
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as these will form the basis for the period under 
review. 

The late Auditor’s Report should be examined, as, 
this may contain material information which it is 
important the new Auditor should be aware of. 

The last Report of the Directors to the Shareholders 
should be seen, as this will contain the recommendations 
of the Directors in respect of the appropriation of the 
previous year’s profits. The Shareholders’ Minute Book 
should be examined, in order to ascertain whether such 
recommendations have been carried out. 

§ !2. — Share Capital. 

(a) The Various Classes of Share Capital. 

The Share Capital of a Company is frequently 
divided into different classes, of which the following 
are the most usual : - 

(1) Preference Shares. 

Preference Shares may be either Simple or Cumu- 
lative. The former only carry light to a fixed dividend 
out of the profits of any year, and if there are insufficient 
profits in that year to pay the full amount of dividend, 
they have no right to have such arrears made up out 
of future profits. They may or may not have a right 
in respect to repayment of Capital in priority to other 
classes of shares in the event of liquidation. 

Cumulative Preference Shares entitle the holders 
to a fixed rate of dividend in the same way as Simple 
Preference Shares, but with the additional right that 
any arrears of dividend shall be made up out of future 
profits, in priority to any dividends on other classes of 
shares. > * 
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The rights of Preference Shareholders are governed 
by the Memorandum and Articles of Association, and 
there ai;e other varieties than the two enumerated 
above ; such as, for example, those giving a right to 
participate in further dividends after the Ordinary 
Shares have received a certain rate per cent. The 
question as to how far the rights of Preference Share- 
holders may be varied, has been dealt with in 
Chapter VII., § 10. 

Where it is stated that Preference Shares are 
entitled to a preferential dividend at a specified rate 
per cent,, such dividend is pthm i facie Cumulative. 
( Webb v. E(i)l<, 1875 , 20 Eq. 55 ( 5 ; Hennj v. 67. N. 
Rly. Co., 1 de C. & .1. (}()(>; Foster v. Coles and M.‘ B. 
Foster <(• Sons, 190(5, W.N. 107.) If the intention is 
that the Preference Shares should be Simple, the clause 
defining their lights must clearly express this. A 
declaration that the Preference dividend is to be paid 
out of the profits “ of each year,” has been interpreted 
as not giving cumulative rights (Staples v. Eastman 
Co. 1896 , 2 ('ll. : 50 ; 5 ). ' 

In the absence of specific provision Preference Shares 
entitled to a fixed cumulative dn idend are not entitled 
to share in any surplus profits after such dividend has 
been paid ( Will v. United Lankat Plantations Co. 
1913, 30 T.L.R. 37). 

A Preference Shareholder is not entitled to 
preference in respect of return of Capital, unless 
specific rights are attached in this connection ( London 
India Rubber Co. 1866 , 5 Eq. 519 ) ; hut if such rights 
are given, the right to a further share in the surplus 
assets is in effect negatived in the absence of special 
provisions in the Articles (re National Telephone Co. t 
Ltd., 1913, L.T. 321). 

X 
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The rights of Preference Shareholders to the pay- 
ment of arrears accumulated oxi Preference Dividends, 
in the event of Liquidation, arc discussed in Chapter X., 

§ 4 (< 0 . 

(2) Ordinary Khans. 

Ordinary Shares are those taking the surplus profits 
remaining after satisfaction of prior interests (if any). 

These may be divided as between Preferred and 
Deferred Ordinary Shares, the formei having a pre- 
ferential right to a lixed rate ot dividend over the 
latter, while the latter xrequently have a right to the 
whole, or a proportion of the surplus profits after the 
provision ot dividends on other classes of shares. 

(II) Founders' or lhfcrnd Shares. 

Pounders’ or Deferred Shares an usually limited in 
number and of small nominal v alue. The} ai e generally 
issued fully paid to the original vendois 01 their nomi- 
nees, in consideration either of pait of the purchase 
price or of services* connected with the loimalion of 
the Company. (Generally they on!} rank for dividend 
after other classes of shares have xeeeived certain rates 
of dividend, when they are entitled to the whole ora 
portion of the surplus Profits. In some instances 
shareb of this nature arc termed Management Shares. 

Holders of Founders’ Shares are inclined to call 
for their full dividend in prosperous y ears, with the 
result that the Company may not place adequate 
amounts to Reserve for the purpose of equalising 
dividends ip future years, or strengthening the general 
financial position ; but usually the Directors have 
power to put to Reserve before the payment of any * 
Dividend, and where this is so, they can place so muoh 
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of the Profits of any year, as they think fit, to Keservc, 
even though this may have the effect of preventing 
the payment of any dividend on the Founders’ Shares 
(. Fisher v. Black <(■ While Publishing (7o.*J901 t l Ch. 174). 

(4) The Distinction bitwun tfloijc and Slums «. 

The chief differences are as follows : — 

(«) Stock must be fully paid up; whereas Sha res 
need only be partly paid* up. 

(6) Stock may be issued or transferred in fractional 
parts; Shares cannot be div ided below the nominal 
value of each Share. 

Under § 41 ol the Companies (Consolidation) Act, 
1908, a Company can convert all or any of its paid 
up Shares into Stock, and reconvert that Stock into 
paid up Shares of any denomination. 

• 

(b) Shares issued for Cash. 

In order to vouch shares issued foi cash, the follow- 
ing procedure w r ill be necessary : 

/(l) Check the application and allotment letters with 
the application and allotment book. 

/ (2) Check the Shares allotted, and the amounts 
payable on application and allotment, from the 
Application and Allotment I looks into the Share 
Ledger. 

/(3) Check cash received on application and allotment 
with the Pass Hook ; check the Shareholders’ 
Cash Book in detail into the Share Ledger, and 
in total into the Application and Allotment 
Accounts. 

/ (4) Where applications have been returned owing to 
' allotment not being made, vouch repayment of 
‘ cash with the Application and Allotment Book. 
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/ (5) Examine the Minute Book to see that all allot- 
ments have been made the subject of a minute, 
and where only the total number of Shares 
allotted cm any day is referred to in the Minutes, 
see lhat the Application and Allotment Book 
has been initialled by a Director up to the point 
referred to in the Minutes. 

/(6) Similar procedure should be adopted to verify 
the proceeds ot calls. 

/ (7) See that the issue is within the limits authorized 
by the Memorandum and Articles of Association. 
J (8) Sec that the provisions with regard to the mini- 
mum subscription (if any) have been complied 
with. 

/ (9) Vouch the Journal entries relating to the issue 
of Shares, and check the postiugs. 

/ (10) Check the balances on the Share Ledgers, and see 
that the total agrees with the total Capital 
issued. 

/ (ID ('heck the balances on the Shareholders’ cash 
accounts in ttlie Share Ledger, and see that they 
agree with the balances shown as outstanding on 
the Application and Allotment and Call accounts. 

(c) Shares issued for other Consideration. 

The issue of Shares to a Vendor in part payment 
of the purchase consideration wall be vouched by 
reference to the Contract between the Company and 
the Vendor, and the Minutes recording the allotment. 
Such contracts must be filed with the .Registrar of 
Companies within one month after allotment, and the 
Auditor should ascertain whether this has been done. 
The effect of non-registration has been dealt with' 
in Chapter VII., § 26. 
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Frequently 81iares are issued to the nominees of 
the Vendor, either by virtue of a supplementary 
agreement or under a written nomination by the 
Vendor in favour of his nominees. , The issue of 
such Shares will be vouched by reference to these 
documents. 

Shares are sometimes issued a*s fully paid to persons 
in consideration of the payment by them of part or 
the whole of the preliminary expenses of the Company ; 
the issue of sucli Shares will be vouched in the same 
manner as the Vendor’s Shares. 

Payment of Undei writing Commission, or Commis- 
sion on placing Shares, is usual]) efleeted by cash, but 
is sometimes discharged by the issue of fully paid 
Shares. The Auditor’s duties in connection with the 
vouching of payments of this nature are considered 
in § 6, and assuming the issue of such Shams to be in 
order, the vouching of the ibsuc will be carried out in 
the same manner as abo\e described. 

Power is sometimes taken by a Company to issue 
bonus Shares, fully paid up, to alb persons subscribing 
to any particular issue of Capital. This is a form of 
Commission on placing Shares, and the Auditor should 
see that a proper ( 'ontract is in existence, constituting 
the title of the allottees to such bonus Shares. 

The Auditor should vouch the Journal entries 
relating to Shares issued for consideration other than 
cash with the Contracts and the Minute Book. The 
Shares allotted should be checked into the Share 
Ledger. 

* Shares are sometimes issued to Vendors or others 
partly paid in part consideration of purchase price. 

■ This particularly applies in Reconstructions where 
further capital is required, and Shares in the new 
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Company are issued partly paid to the Shareholders 
in the old Company. 

(d) Shares issued at a Premium. 

Shares may be issued at a premium, and where this 

is done the Auditor should see that the amount received 

( 

in respect of the premium is placed to the credit of 
the Premium on Shares Account and not to the credit 
of the Share Capital Recount. 

Unless the Articles provide otherwise, there is 
nothing to prevent a Company utilising such premiums 
for payment of di\ id end*, or treating them as revenue 
profits; but it is very inadvisable that this should 
be done. The premiums are not trading profits and, 
if treated as profits of the year in which the Shares 
are issued, will have the effect of increasing the profits 
of that year in a manner which cannot be maintained 
in succeeding years. 

From a financial point of view, the effect of treating 
such premiums as re\enue profits is important. As a 
rule, Shares can only be issued at a premium because 
high dividends have been paid in the past on capital 
already issued and it is expected that similar high 
dividends will be paid on the Shares about to be 
issued. If, however, the premium on these Shares 
is immediately distributed as dividend, and only the 
amount represented by the nominal value retained in 
the business as working Capital, it is impr obable that 
by the use of such Capital the high rate of dividend 
previously declared will be earned on the additional 
Shares issued. 

The usual practice is to transfer the amount received 
in respect of premiums to the credit of the General 
Reserve Account, but it may be utilised in writing 
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off the preliminary expenses relating to the issue, 
or in writing down the goodwill or other fix;cd 
assets. 

(e) Share Books. 

Under §2 5 of the Companies (Consolidation) Act, 
1908, exery Company is obliged to keep a Ihgister of 
Members, and sometimes the Share Ledger is so 
arranged as to fulfil the requirements ot this Section. 
It is also usual to find a Register of Transfers, recording 
particulars of all ti misters registered hv the Company, 
although in some cases this hook is dispensed with, 
and the entries made direct fiom the transfers into 
the Share Ledgei. 

The question as to hoxx far it is the duty of the 
Auditor to examine these hooks, on the occasion of each 
Audit, is important. It has already been stated that 
on the occasion of any issue of Share Capital, the 
Auditor should check the entries relating thereto into 
the Share Ledger. His du1\ is to vouch the Balance 
Sheet of the Company, and, in order to ascertain that 
the issued Capital as stated therein is correct, he must 
vouch such issue in detail ; but once this has been done, 
it is immaterial to the Auditor whether tlic Capital is 
held by one or another indhidual Shareholder, and he 
need not, therefore, cheek Share transfers in detail. 
He should, how oxer, check the balances on the Share 
Ledger on the occasion of each Audit, and see that the 
total agrees with the issued Capital as shown in the 
Balance Sheet, since if shares had been fraudulently 
issued and entered in the Share Ledger, the Auditor 
might be held responsible if he failed to discover the 
fraud,, owing to his omission to check the balances on 
this book. 
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When the transactions in the Shares of a Company 
are numerous, the receipts from Transfer Fees will be 
a considerable item. In any case these receipts must 
be vouched by the Auditor, either by reference to the 
Transfer Register or by counting the transfers. 

' (f) Share Transfer Audit! 

It does not form part of the Auditor’s duties in 
the ordinary com sc to cheek the Shaie transactions in 
detail, but he is frequently employed by the Directors 
to perform this woik at a special fee. Such an Audit 
is termed a Share Transfer Vudit and its object is the 
prevention of clerical errors, or the issue ot duplicate 
shares, whether fraudulently or otherwise. 

The Auditor should ascertain that all Transferors 
have been notified of the lodgment of tiansfers, and 
enqu ire as to w bother any objections ha\ e been received. 
The signatures on the transfers should he examined with 
previous transfers or application forms, and it should be 
seen .that the transfers are duly executed and sta mped . 
The distinctive numbers of the Shares should be checked 
with the Transferor’s account in the Share Ledger and 
with the Certificate lodged with the transfer, which* 
should be cancelled. Where part of a holding is trans- 
ferred_ it is sometimes the practice to issue Balance 
Certi ficates, when it should be seen that the distinctive 
num bers thereon represent the balance of Shargs 
untransferred. An alternative method is to endorse 
the Shares transferred on the back of the original 
Certificate. The ne w Certi ficates and Balanc e Certifi - 
c ateg (if any) should be checked and initiall ed bv the 
Auditor , and it should be seen that the counterfoils 
therapf are correctly entered. The entries^ the 
transfer Re gister should also be checked. 
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On the occasion of his next visit the Auditor should i 
examine the Minute Book to ascertain whether the j 
Board have passed all transfers previously examined j 
by him, and, if so, lie should check the entries! 
from the tSharc Transfer Register into the Share 
Ledger. 

(g) Forged and Blank Transfers. 

In the event of a foiged transfer being passed by 
the Company, the alleged Transferee acquires no rights 
even though a certificate has been issued by the Com- 
pany, and the Company may remove the name of the 
Transferee from the Register (Si mm v. The Anglo- 
American Ttkgraph Co., 1879, 5 Q.B.I). 188) ; but the 
Company will be liable to the true owner and can be 
compelled to leplace his name on the Register and 
restore to him his Shares, paying him any dividends 
which he may have lost in the meantime (Barton V. 
L. <1* N. I V. Railway, 1890, 24 Q.B.D. 77). 

Where the Company acts on a forged transfer and 
registers the Transferee, issuing to him a Certificate, 
and a third party has purchased the Shares from such 
^Transferee on the faith of the Certificate, the Company 
will be liable to make good any loss which such pur- 
chaser may have suffered owing to the Shares being 
claimed by the real owner ( Bahia <(• San Francisco , 
jRailtmy Co., 1868, 3 Q.B. 584). 

Where, however, a Secretary fraudulently and 
without the authority of the Directors affixed the 
Seal of the Company to Share Certificates, having 
•^forged the signatures of two of the Directors and 
issued such Certificates apparently in the ordinary 
course of business, it was held that the Company was 
not liable to the holders of suoh Certificates for valuable 
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consideration ( Ruben v. Great Fingall Consolidated Co., 
1906, A.C. 439). 

A person who lodges a forged transfer in good 
faith and procures the issue of a fresh Certificate is 
liable to indemnify the Company ( Sheffield Corporation 
v. Barclay, 190."), A.C. 392). 

Under § 27 of the Companies (Consolidation) Act, 
1908, no notice of any Trust may be entered on the 
Register; but if the Directors are aware that a transfer 
is being made in breach of trust or for the purpose of 
defrauding any person having equitable rights in the 
Shares, they may become personally liable if they pass 
the transfer without notifying the person interested, 
although the Company is under no liability (Society 
General c v. The Tramways Union, 1883, 14 Q.B.D. 424). 

Blank transfers are frequently deposited by way of 
security for an advaucc, accompanied by a Share 
Certificate. The transfer is signed by the Transferor, 
but the name of the Transferee and the date of execution 
are omitted, not being inserted until it is desirable to 
register the transfer* A Company can take no cogni- 
zance of a blank transfer, but such a procedure may 
give a good equitable security upon the Shares, whether' 
the Company does or does not require transfers to be 
by deed (Sort etc Gene rale v. Walker, 1886, 11 A.C. 20). 

Where the regulations of the Company do not 
require that the transfer shall be by deed, it may be 
. effected by writing under hand, i.e. by mere signature 
of the parties to it ; and in the case of a blank transfer, 
if the holder improperly fills in his’ own name, the 
title in the Shares does not pass. If the transfer is’ 
passed on in blank to another person, who subsequently 
fills it up, the latter can only claim the same rights as 
' the original holder, since the fact that he received the 
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transfer in blank, was equivalent to notice that an 
absolute sale had not been effected ( France v. Clark, 
1884, 26 Ch. 257 ; Fpx v. Martin, 1895, W.N. 36). 

Where the holder of a blank transfer, acting 
improperly, inserts the name of the Transferee, and 
such Transferee takes the Shares for proper considera- 
tion and without notice of any fraud or irregularity, 
his title is valid against the original holder ( Sheffield 
v. London Joint Stock Bank, 1S88, 13 A.C. 333 ; London 
Joint Stock Bank v. Simmondtt, 1892, A.C. 201) ; but 
until the title of such purchaser is completed by 
registration, the title of the true owner holds {Ireland 
v. Hart, 1902, 1 Ch. 522). A blank transfer cannot, 
therefore, be said to afford absolute security to the 
holder. 

If transfer is required by deed, the document is 
not complete until the Transferee’s signature and date 
of execution are inserted, so. that although it may give 
the Transferee an equitable title, it does not give a 
legal title (. Ireland v. Hart, 1902, 1 Ch. 522; Societe 
GSnerale v. Walker, 1886, 11 A.C. 20). 

If the Transferor, for the purpose of defrauding the 
holder of the blank transfer, executes another transfer, 
such Transferee will have a good title to the Shares on 
registration of his transfer and the blank transfer may 
be defeated {Peat v. Clayton, 1906, 1 Ch. 659). 

The fact that most Companies note on their Share 
Certificates that no transfer will be registered without 
production of the Certificate, does not apparently 
^prevent a Company issuing duplicate Certificates in 
>piace of those lost or defaced, and inmost Companies 
thke power to issue such duplicates under their, Articles, 
a letter of indemnity from the holder being usually. 

not be a for the 
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Transferor who has signed a blank transfer and 
deposited bis Share Certificate as security for an 
advance, to obtain from the Company a duplicate 
Certificate, under a misrepresentation that lie had lost 
his original Certificate, and then to execute a fresh 
transfer, selling the Shares on the faith of the duplicate 
Certificate so issued. 

For this reason, in most cases, the lender on the 
security of Shares requires the transfer to be completed 
and his name registered as the holder of the Shares. 

/(h) Forfeited Shares. 

If any Sha res La\ e been forf eited , the Auditor 
should ex amine the Minutes dealing with thejnatter 
and as certain that due notice of forfeiture has been^ 
giv en to the Shareholder, in accordance with the 
Articles . Although in certain cases the original holder 
may be liable for calls notwithstanding the fact that 
his Shares have been forfeited, it is not usual to treat 
such cabs as in arrear, and only the actual cash received 
on account of the forfeited Shares is placed to the credit 

I 

of the Forfeited Shares Account . This should be shown 
separa tely in the Balance Sheet, until the Shares h ave 
beenTe-issued, when, if the total amount received in 
respect of the Shares is more than the nominal value 
thereof, the final balance standing to the credit of the 
Forfeited Shares Account may be transferred to the 
Reserve^Account. It is not advisable that it should 
be placed to the credit of the Profit and Loss Account ; 
although, unless the Articles state otherwise, there is 
nothing to prevent this. 

(i) Calls Paid in Advance. « 

Directors may receive moneys from Shareholders 
in advance of calls. Under Tablfe “ A ” power is {given 
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to pay interest on amounts so advanced, and such 
interest is a charge against the profits and can bo paid 
out of capital. Calls paid in advance do not form part 
of the Share Capital, and should bo shown separately 
iu the Balance Sheet. In the event of winding-up they 
are repayable before any leturn is made in respect of 
called-up capital (In r< Wahfifld /{oiling Slock Co., 
1892, 3 Ch. 105). 

(j) Interest Payable out of Capital during Construction. 

Under § ill of the Companies (Consolidation) Act. 
1908, where shares are issued for the purpose of raising 
money for the construction of works, buildings, or 
plant which cannot he made profitable for a lengthened 
jieriod, a Company may pay interest on so much of such 
Capital as is for the time being paid up, and charge the 
same to Capital as part of the eost of construction, 
subject to certain restrictions specified in the section. 
The Accounts of the Company must show the Share 
Capital on which, and the rate at which, interest has 
been paid out of Capital. 1 

interest on Debent urns issued for a similar purpose 
can be charged to Capital during the period of con- 
struction (Hind* v. Jitn'HO'i Aijrvti Craud National 
Tramway a Co., Ltd., 1900, 2 Ch. 054). 

(k) Alteration or Reduction of 5hare Capital. 

Share Capital can be altered or reduced under 
§§40-46 of the Companies (Consolidation) Act, 1908, 
the operations ‘of which have been considered in 
Chapter VII., §§ 8-11. 

# Where the Company is acting under a Special 
Resolution, the Auditor should examine the same, and 
ascertain that it is in order ; and where the coAsent of 
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the Court is required, the Auditor should also examine 
the Order of the Court. This will enable him to vouch 
the necessary journal entries recording the alteration 
of reduct ion of ( 'apital. 

Where the scheme involves an alteration in the 
number of Shares held bj each Shareholder, or in the 
nominal amount of such Shares, or the conversion of 
one class of Shares into another class, the Auditor 
should check the necessary entries: and where new 
Share Ledgers ha\ e been opened, he should ascertain 
that each Shareholder is duly credited with the amounts 
to which he is entitled. 


§ 3.— Mortgages. 

A Mortgage is a conditional tiansfer of property 
made for the purpose of securing lepayment of a loan 
with interest at a given date. Until default is made 
in the terms of the deed, either as regards the payment 
of inteiest or lepayment ol piineipal, or in any other 
way, the Mortgagor {i.< . the borrower) retains possession 
and use of the property. 

Mortgages affecting the piopcitv of the Company 
as defined in §93 of the Companies (Consolidation) 
Act, 1908, must be registered vifh the .Registrar of 
Joint Stock Companies in the same manner as in the 
case of debentures referred to below. 

The Auditor should vouch the receipt- of the loan 
and examine the Register of Mortgages in which 
particulars of the loan must be inserted under § 100 of 
the Companies (Consolidation) Act, 1908. In the 
Balance Sheet the loan should be shown separately oh 
the liability side and a note made of the asset by which 
it is secured. Sometimes the method is adopted of 
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deducting the amount of the Mortgage from the asset, 
and only extending the surplus on the asset side of 
the Balance Sheet ; hut this is not desirable, as it has 
the effect of obscuring the total of the Company’s 
liabilities. 

When assets ha\e been specifically charged and the 
Directors do not insert a note bn the Balance Sheet 
stating this fact, the Auditor should endeavour to 
arrange that this should be done ; but in the event of 
their refusing to admit it, he must refer to the facts 
in his report to the Shareholders, as a charge of this 
nature undisclosed materially affects the correctness 
of the Balance Sheet. 


§ 4. -Debentures. 

(a) Definition of Debenture. 

A Debenture is a written acknowledgment of a debt 
by a Company under Seal, containing provisions as to 
payment of interest and repayment of principal. It 
may be either a Simple oi Naked Debenture, carrying 
no charge, or a Mortgage Debenture, carrying either a 
lixed or floating charge on some or all of the assets 
of the Company, either including or not, as the case 
may be, the uncalled Capital ot the Company. 

Under § 93 of the Companies (( 'onsolidation) Act, 
1908, all mortgages and charges affecting the property 
of the Company, as defined in that Section, must be 
registered within 21 days after the date of creation 
with the Registrar of Joint Stock Companies, otherwise 
they will be void against the Liquidator *and any 
Creditor of the Company, so far as the security com- 
prised by the charge is concerned. If so rendered 



[Chap. IX. 

304 ’ PRACTICAL AUDITING. 

void, the principal moneys will immediately become 
repayable. 

Under § 100, the necessary entries must be made 
in the Register of Mortgages kept by the Company. 

Debent uies cither take the form of Bonds to Bearer, 
or they may be registered in the names of the holders, 
transmission being by transfer. In the latter case, a 
Debenture Register or Ledger must be kept. 

Debenture Stock may also be issued, the distinction 
between Debentures and Debenture Stock being 
similar to that between Shares and Stock. Usually, 
Debenture Bonds cannot be divided arid must be 
transferred entire ; but Debenture Stock can be trans- 
ferred in whole or part, subject to any fractional 
limitations imposed at the time of issue. 

On the issue of a series of Debentures by a Company, 
it is usual for two or moie persons to be appointed as 
Trustees for the Debenture Holders for the purpose of 
acting generally on their behalf. Where this is the 
case a fee is usually payable by the Company to the 
Trustees for their services. 

(b) Issue of Debentures. 

Where a series of Debentures are issued, the pro- 
cedure is similar to that in the case of an issue of 
Shares, and the work to be performed by the 
Auditor in vouching the issue will be of the same 
character. 

When Debentures are issued for cash, the receipt 
of the cash must be vouched. Frequently Debentures 
are issued to Vendors as fully paid in part payment of 
purchase' consideration, and in such cases the Auditor 
must examine the Contracts under which the issue 
is made. 
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The Auditor should examine a copy of the Deben- 
tures, or the Trust Deed under which they are issued, 
in order to ascertain the terms and conditions of issue. 

The Memorandum and Articles of Association should 
be examined to ascertain the borrowing powers of the 
Company. This question has been discussed in 
Chapter VII., §31. 

The Auditor should ascertain that the Debentures 
have been duly registered with the Registrar of Joint 
Stock Companies, and should examine the entries 
relating thereto in tlie Register of Mortgages. 

Debentures may be issued at par, at a discount, or 
at a premium ; and may be repayable at par or at a 
premium. S])ecial points arise in each case, which 
demand consideration : — 

(1) Debentures issued at a Pnmium. 

» 

When Debentures are issued at a premium, the 
premium may be dealt with in various ways. Unless 
the Articles provide otherwise, or the conditions of the 
issue specifically state the manner in which the premium 
is to be applied, it can be treated as a revenue profit, 
and distributed as dividend; but it is undesirable to 
deal with it in this way, as it is not an ordinary trading 
profit. It may either be placed to Reserve Account 
or utilised to form the basis of a Debenture Redemption 
Fund ; or, if not employed in this manner, it may 
be used to write off fictitious assets or to write 
down the value of fixed assets. It is usual to charge 
the expenses of issuing the Debentures against the 
premium received. 

Ip. tite Balance Sheet the Debentures, will appear 
as a liability at their nominal value, 
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( 2 ) Debentures issued at a Discount. 

Unlike Share Capital, Debenture Capital can be 
issued at a discount, and the discount can be regarded 
as a lump sum allowed to the lenders at the time of 
their taking up the Debentures, in consideration of a 
lower rate of interest being payable than would have 
been the case had the Debentures been issued at par. 
The financial position of the Company and the state of 
the money market at the date of issue are important 
factors in determining the price of issue. 

The Debentmes will appear in the Balance Sheet 
as a liability at their no ninal value, and the discount 
will be written ofl over a period of years, the balance 
remaining at any date being canied foiward in the 
Balance Sheet, and shown separately as such under 
§ 90 of the Companies (Consolidation) Act, 1908. 
Under § 26 of the same Act, any sums paid by way of 
commission in respect of the issued Debentures, or 
allowed by ijay ot discount, must be stated in the 
Annual Summary. 

As this discount does not represent any available 
asset, it is very advisable that it should be written off 
as soon as possible. It cannot be said, however, to be 
incorrect to write off the discount over the term of 
the Debentures ; and in that case, when no Sinking 
Fund is formed for the purpose of repaying the 
Debentures and the Debentures are repayable at the 
end of a given period, an equal amount of the discount 
should be written off each year. If the Debentures are 
repayable by annual drawings, without the provision 
of a Sinking Fund, the discount should be written off 
in relative proportion to the amount of Debentures 
outstanding, in order that the periods enjoying 
the use of the greater portion of the Debentures 
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should be charged with the greater portion of the 
discount. 

Where the redemption of the nominal amount of 
the Debentures repayable is provided for by annual 
charges against Profit and Loss, such charges will 
include the provision for discount, and, consequently, 
the discount can be written off against the credit 
balance of the Redemption Account. 

(3) Debentures repayable at a Premium. 

Thdse Debentures will appear in the Balance Sheet 
as a liability at their nominal amount, with a note of 
the amount at which they are repayable, any discount 
or premium on issue being treated in one of the ways 
described above. 

If a Sinking Fund is formed to provide for repay- 
ment, the same should include provision for tlie 
payment of the premium on redemption. If no Sinking 
Fund is formed, the premium should be provided for 
out of profits over the term of the Debentures. 


(4) Debentures issued as Collateral Security for a Loan. 

It is a common practice for Companies to issue 
their own Debentures as collateral security against a 
loan or overdraft from a Bank or other parties. 
Sootion 104 (3) of the Companies (Consolidation) Act, 
1908, expressly refers to this procedure, and provides 
that such Debentures shall not be deemed to have 
been, redeemed by reason only of the account of the 
Company having ceased to be in debit whilst the 
Debentures remained so deposited. 

' The term bollateral security means a security which 
can be realised by the party holding it, in the event 
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of the original loan in respect of which the seourity 
was given not being repaid at the proper time, or in 
any other specific cases, according to the agreement 
between the parties. As soon as the loan is repaid, 
the collateral security is automatically released. 

When Debentures are issued in this maimer, they 
should be shown in short in the Balance Sheet, and 
stated as having been issued as collateral security. 
The loan against which they are issued will be extended 
as a liability in the usual way. 

It is preferred by some to record the transaction 
by crediting the Debenture Account with these 
Debentures, and debiting a Debenture Suspense 
Account with the same amount, the latter item showing 
on the asset side of the Balance Sheet. When the 
Debentures are released, the entry is written back, 
and consequently will disappear from both sides of 
the Balance Sheet. There does not appear to be any 
particular advantage to be obtained in adopting this 
method, as the whole of the facts are clearly disclosed 
in the Balance Sheet by the first method of treatment 
described above. 

(c) Redemption of Debentures. 

Debentures may be redeemable according to the 
terms of issue, at specified dates, by annual or other 
drawings, or at the option of the Company, after due 
notice has been given of intention to repay. 

The Auditor should examine the provisions of the 
Trust Deed, or the Debenture Bonds, relating to the 
redemption, and ascertain that they are duly complied 
with. *■ 

Where the Debentures are redeemable at the end 
of a given period, it & usual to find provision made 



14 .] 

THE AUDIT OF A LIMITED COMPANY. 309 

in the Trust Deed for a Sinking Fund to be raised 
out of profits for the purpose of redemption. 

The operation of such a fund implies a charge 
against Profit and Loss each year of an amount which, 
if invested at compound interest, will produce the 
required sum at the end of a given period. The 
investments so made are usually held in the names 
of the Trustees for the Debenture Holders. When 
redemption takes place the investments will be sold 
and the Debenture Holders paid off. The amounts 
standing to the credit of the Redemption or Sinking 
Fund will then represent accumulated profit, but in 
place of being invested in specific assets, will be 
represented by the general assets of the business which 
had previously been subject to the charge of the 
Debentures. The amount of such fund should therefore 
be transferred to General Reserve. It cannot, as a 
rule, be used for the payment of dividends, since it 
may not be represented by available cash ; but it 
may be utilised for the purpose of writing down the 
values of the assets if such a course is desirable. 

Where Debentures have been redeemed in the open 
market at a discount, but the full nominal amount has 
been provided for by the operation of a Sinking Fund, 
profit on the redemption can be taken to the Profit and 
Loss Account, as it represents an amount previously 
reserved in excess of that actually required for 
' redemption. It is, liowev er, preferable to place the 
amount to Reserve. 

- Where no Sinking Fund has been provided any 
profit on redemption should be taken to reserve and not 
eredited to the Profit and Loss Account. 

In Vouching the Redemption of Debentures, the 
Auditor should examine the cancelled Debenture Bond 



* [Chap. IX. 

310 PRACTICAL AUDITING. 

or Registered Certificate, and inspect the Directors’ 
Minute authorising the redemption. 

In place of making specific investments for the 
purpose of redemption, it is a common practice to 
take out an Endowment Policy with some reputable 
Assurance Company, under which annual premiums are 
paid, the Company undertaking to provide the capital 
sum required, at the end of a given period. Such 
Policies will be assigned to the Trustees for the 
Debenture Holders, but the Premiums will be paid 
by the Company ; the annual amount thereof being 
debited to the Pi of it and Loss Account and credited 
to the Redemption Account, while the Premiums paid 
will be debited to the Policy Account. The only 
distinction between this method and that of making 
specific investments is that accruing interest will not 
be received in cash or required to be invested. Unless 
some account is taken of acciuing interest, the book 
value of the Policy will ultimately be less than the 
surrender value, which, in such cases, is usually the 
whole of the promiitms paid except the first piemium, 
together with 2 per cent, pei annum compound interest. 

It might be thought undesirable to include the first 
premium as an asset in the Balance Sheet, having 
regard to the fact that it is not taken account of in 
the surrender value ; but Policies of this nature are not 
as a rule taken out foi the purpose ol surrender, and the 
value of the asset should therefore be looked at from 
the point of view of the Company as a going concern. 

In order that the asset representing the Redemption 
Account should bear some proper relation to the facts 
of the case* it is< convenient to increase the Policfy 
Account by debiting it with compound interest, such 
interest being credited to the Redemption Account ; 
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but it is not necessary that this should be done, as the 
operation does not affect Revenue. In any event, 
there will no doubt be some difference when the Policy 
matures, and any profit on the Policy represented by 
accumulated interest not already dealt with, should 
be credited to the Redemption Account, which will 
thus be brought up to the face Value of the Policy, and 
be available for the purposes of General Reserve in 
the same manner as previously described. 

Where Debentures arc redeemable by annual 
drawings on the principle of a Sinking Fund, although 
it is necessary to debit Profit and Loss and credit the 
Redemption Account with the amount required to 
serve the annual drawing, it will not be necessary to 
invest such an amount, as the money represented 
thereby is immediately paid out in discharge of the 
drawn Debentures. The amount standing to the 
credit of the Redemption Account will, as soon as tire 
Debentures have been drawn and paid off, be placed 
to General Reserve. 

Debentures may also be irredeemable or perpetual, 
and specific provision is made foi the legality of such 
Debentures by § 103 of the Companies (Consolidation) 
Act, 1908. 

Power is granted to re-issue redeemed Debentures 
in certain cases under § 104 of the Companies (Con- 
solidation) Act, 1908, which has been discussed in 
Chapter VTI., § 34. 

§ fl — Pr ^lipiinarv and Formation Expenses . 

* This is the term given to the expenses incident to 
the preation apd flotation of a Company. The following 
items are usually found 
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s (1) Stamp duties and fees on the Nominal Capital, 
' and stamps on the Contracts transferring the 
assets. 

i (2) The law costs of preparing the Prospectus, 
, Memorandum and Articles of Association, and 
Contracts, and of the Registration of the 
Company. 

! (3) Accountants’ and Valuers’ Fees for Reports, 
Certificates, &c. 


j (4) Cost of Printing Memorandum and Articles of 
Association, and printing, advertising, and issue 
of Prospectuses. 

j (5) Cost of preparing, printing and stamping Letters 
of Allotment, and providing Share Certificates. 

/ (6) Cost of preparing, printing and stamping Deben- 
tures and Debenture Trust Deed (if any). 

j" (7) Cost of Company’s Seal and original Looks of 
Account. 


These Preliminary and Formation expenses are 
sometimes borne entirely by the Company, and Some- 
times by the Vendors, or apportioned between these 
parties, the expenses up to allotment being payable 
by the Vendors, and the expenses afterwards by the 
Company. Care must be taken to see that the Com- 
pany is only charged with expenses properly payable 
by it, and the Auditor must examine the Contracts 
relating to these expenses, and vouch the payments 
made. This expenditure is of a Capital nature, but 
as it is not represented by available assets, it is advis- 
able that it should be written off as soon as possible 
out of Revenue, and this is usually performed within 
»jthree or five years, the balance not written off being 
carried forward in the .Balance Sheet as an asset. 
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Where premium is received on Shares issued, it is 
common to find the Preliminary Expenses charged 
against the premium received. 

Underwriting Commission and Commission on 
placing Shares must not be included in the general 
heading “ Preliminary Expenses,” but must be shown 
separately on the Balance Sheet, until written off. 


§ 6.— Commission on Issue of Shares. 

Underwriting Commission is the amount payable to 
persons who undertake to subscribe for a certain 
number of Shares, in the e\ ent of the public not taking 
up the whole of the Shares offered. An underwriting 
contract is therefore in the nature of a speculation. 
If the public respond to the total extent of the Shares 
offered, the underwriters receive their Commission, and 
do not have to take up any Shares. If the public 
only partially respond, the underwriters have to take 
up the shares not subscribed for, in proportion to their 
contracts. It is usual for the underwriters to make 
formal application for the Shares they underwrite, on 
the understanding that allotments to them will be 
made' only to the extent to which the public do not 
apply. 

Commission on placing Shares is an amount payable 
to parties who introduce persons to the Company 
willing to become Members, and to take up Shares 
accordingly. This Commission, therefore, differs from 
Underwriting Commission, in so far as it is not a specu- 
lative tr ansa ction, and is only paid in the event of 
Capital being introduced. # 

Section 89 of the Companies (Consolidation) Act, 
1908, empowers Companies to pay Commission of this 
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nature under certain conditions. The amount or rate 
per cent, of the Commission must be authorised by 
the Articles of Association, and disclosed in the Pro- 
spectus or in the Statement required to be filed with 
the Registrar in lieu thereof, and in any invitation to 
subscribe for Shares not being a Prospectus. 

This Commission is usually payable in cash, but 
sometimes it is effected by the issue of fully paid 
Shares, or paitly in cash and partly in Shares. 

In some Companies, in plaee of paying Commission, 
an option is given to the Underwriters to subscribe 
within a specified period for a certain portion of the 
Company’s unissued Shares at par or at a fixed premium, 
and where such Shares are likely to go to a high pre- 
mium, this option may be of considerable value. It 
was held by the House of Lords (Hi/dr r v. Dexter, 
1902, A.C. 474-) that such an arrangement is not an 
application of Shares in payment of Commission within 
the meaning of § 89 as quoted above. This decision 
overruled that given in Dm row# v. Malabele Gold 
Reefs and Estates Ca. (1901, 2 Ch. 23), where such an 
option was held to be illegal. Prom the ruling in the 
latter case, it was argued that the premium on Shares 
not being available in payment of Commission iii this 
manner, was not available for revenue purposes, and 
therefore could not be utilised in payment of Dividends. 
Since the Wilder v. Dexttr case, this argument cannot 
be upheld. 

In order to vouch the payment of Underwriting 
Commission, the Auditor should examine the Articles 
*f Association, where power is given to make payments 
of^this nature* and should ascertain that the provision* 
§ 89 have been duly complied with. The Under- 
writing Contract should be seen and the Application 
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letters signed by the Underwriters. The amount or 
rate per cent, paid must not exceed that authorised, 
and where payment has been made in Shares, it should 
be seen that the proper Contracts have been filed. 

The vouching of Commission on placing Shares is 
somewhat more difficult, as it is not easy for the Auditor 
to satisfy himself that Commission paid to any persons 
is in respect of applications actually introduced by 
such persons. No Commission should be paid unless 
the Application Form on which the Shares have been 
allotted was initialled by the party claiming the Com- 
mission before being sent in to the Company, and the 
Auditor should examine the Application Forms in 
respect 'of which such Commission is payable, to 
ascertain whether this has been done. All Com- 
mission of this nature should be referred to in the 
minutes, and a Resolution passed by the Directors for 
the payment thereof. 

Brokerage on placing Shares is an amount payable 
to Brokers whose clients have subscribed to Shares 
in the Company, 911 Application Forms stamped with 
the Broker’s stamp. 

Such a Brokerage, not exceeding 2 \ per cent., has 
been held to be intra vmtt the Company {Metropolitan 
Goal Consumers Association v. ticrimgeour, 1895, 2 
Q.B. 604), and the payment thereof is not subject to 
the restrictions imposed by § 89. In order to vouch 
items of this nature, the Auditor should examine the 
Application Letters, ascertaining that these are stamped 
by the Broker concerned. 

’ Under § 90 of the Companies (Consolidation) Act, 
1908, the total of any sums paid or allowed by way 
of Co mmissio n in respect of any Shares, or so much 
thereof at has, not been written off, must be ^stated 
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in every Balance Sheet until the whole amount has 
been written off ; and under § 26 the Annual Summary 
must disclose the total amount of the sums (if any) 
paid by way of Commission in respect of any Shares 
since the date of the last return. 

There is nothing in the Act to prevent the payment 
of such Commissions out of Revenue, should the 
Articles give power to do so ; and such transactions 
are not subject to the restrictions imposed by § 89. 


—The Statutory Audit. 


This term is applied to the Audit required to be 
performed by the Auditor, if appointed prior to the 
first Statutory Meeting of the Company. Under § 65 
of the Companies (Consolidation) Act, 1908, every 
Company must hold a General Meeting not less than 
one month, nor more than three months, after the 
date on which the Company is entitled to commence 
business, and such, Meeting is called the Statutory 
Meeting. 

At least seven days before the date on which such 
Meeting is to be held, the Directors must forward a 
report, called the Statutory Report, to every Member 
oif the Company and to every Debenture Holder. This 
Report must be certified by not less than two of the 
.Directors, or where there are less than two Directors 
by the sole Director and Manager, and must state 


(a) The total number of Shares allotted, distin- 
guishing Shares allotted as fully or partly ,p&&f. : 
up otherwise than in cash, and stating 




of; Shares partly , 


■jftW 


iip. the 
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the consideration for which they have been 
allotted ; 

(6) The total amount of cash received by the Company 
in respect of all the Shares allotted, distinguished 
as aforesaid ; 

(c) An abstract of the receipts of the Company on 
account of its Capital, whether from Shares or 
Debentures, and of the payments made thereout, 
up to a date within seven days of the date of 
the Report, exhibiting under distinctive headings 
the receipts of the Company from Shares and 
Debentures and other sources, the payments 
made thereout, and particulars concerning the 
balance remaining in hand, and an account or 
estimate of the Preliminary Expenses of the 
Company. 

(d) The names, addresses and descriptions of the 
Directors, Auditors (if any), Managers (if any), 
and Secretary of the Company. 

(e) The particulars of any Contract, the modification 
of which is to be submitted to the Meeting for 
its approval, together with the particulars of 
the modification or proposed modification. 

So much of the Report as relates to the Shares 
allotted by the Company and the cash received in 
respect of such Shares, and the receipts and payments 
of the Company on Capital Account, must be certified 
by the Auditors (if any) of the Company. 

The work to be performed by the Auditor in con- 
nection with the Shares allotted and cash received in 
respect thereof, will follow the lines laid down for the 
, Audit of the issue of Share Capital in § 2 (6) and (c) 
of this Chapter. 
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The wording of the Act relating to the Receipts 
and Payments Account is somewhat obscure. There 
Can be no question that all receipts and payments of 
a Capital nature must be included, and it is contended 
by some that this is all that is required, and that 
Revenue receipts and payments need not be dealt with. 
The phrases “ Receipts from other Sources ” and 
“ Payments made thereout ” would seem to include 
Revenue receipts and payments; and the phrase 
“ Particulars concerning the Balance remaining in 
hand ” would seem to imply that an actual summarised 
Cash Account is lequired, shoving the total receipts 
and payments, and balance in hand. It would appear, 
however, that such items as relate to Revenue need 
not be separately specified, but can be included in the 
one general heading on each side of the account, 
whereas Capital items must be summarised under 
their respective headings. 

The Auditor must examine the Contracts with the 
Vendors, and vouch all payments ; the work necessary 
in connection with «tbe vouching of payments for the 
Preliminary and Formation Expenses and Commission 
on the Issue of Shares has already been discussed. 

A Private Company is not required to forward a 
Statutory Report to the M embers, or to file it with the 
Registrar of Joint Stock Companies or to present it to* 
the Statutory Meeting' of Shareholders (Gardner v. 
Iredale, 1912, L.J. (Ti. 531). 

The form of the Auditors’ Certificate in connection 
with this Report is as follows : — 

“ Wfi, the undersigned, being the Auditors of the Company, 
hereby oortify that so much of this Report as relates to tit 
Shares allotted, the Cash received in respect of such Sham, and 
tire receipts and payments of the Company oh Capital Aoooturt, 
is oonfeet.” 
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The following is a form of the Statutory Report of 
„the Directors : — 


THE COMPANIES 4 GTS, 1908 and 1918 
Report 

(Pursuant to Section 65 of The Companies (Consolidation) Act, 1908) 

of 


Limited, 

To be certified by not less tlian two I)u odors, 01 by the Sole Director 
and Manager whole there is onI\ one and forwarded at least seven 
days before the Statutoi\ Motijn to e\ei^ Member and Debenture 
Holder of the Company, and to 1>< bled with the Registrar of Companies 
' forthwith after it is so foiw aided Section 65, Sub-sections 2, 3, and 5, 
and Section 114 of The Companies (t onsolidation) Act, 190S 


(a) The total number of sliaies allotted is 


(l) llucntuti -of which 

'as iull\ paid 
lip oi ls paid 
"up ot hoi wise 
‘than in cosh 


t > the LXtCUt 

'ot 

poi share 


are allot tc d ( l ) 

m c inside ration of 


and upon each of tin iem lining shaies tho sum of » 

has been paid in cash 


(b) Ihe total amount of rash leceived by the Company 
in respect of the shues issued wholly foi cash is £ 
and on the shaies issued paitlj foi cash is L 


I (») fiwrt date , 
which inunt be 
wfllmi b e v t n 
dm sof tlin date 
ft tin Report 


(r) The Receipts nid Payments of the Company on 
Capital Account to ( 2 ) 
aie as follow 


I* w ti ulars ot Roc c lpt** 


I nt minis of Paymoutn 


The following is an account (or estimate) of the Preliminary 
Expenses of the Company 


i 
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(cl) Names, Addresses and Descriptions of the Directors, Auditors 
Of any), Managers (if any), and Secretary of the Company 

Dirfctors 

Surname ( liriHtmu Name | \<Uhu*s j Description 


4udiioiis 

Sun am c j ( hiiRtiar s line ^ Vd hess | Dencupt on 

I . 


M vwoi us 

Surname ( t r lM ar >mn c J \11icsr j Dcflciiprion 


^KRl r\uv 

Surnrn c ( hi stiu Name Allies Hutu i] tun 


e 


(«) Particulars of any Coutiact the modification of which is to be 
submitted to the Meotmg for its approval togt bh(r with the particulais 
of the modification or proposed modification 


We hereby certify this Report 

) Two 
j Directors. 

We hereby certify that so much of this Report as i elates to tho 
shares allotted by the Company and to the Cash received in respect to 
such shares and to tile receipts and payments of tho Company Oh 
Capital Account is correct 

) 

| Auditory 

_day of * 18 * * 


Dated the 
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§ 8. — Adjustment of Accounts with Vendors. 

(a) Purchase of Business. 

Where a Company acquires a Business from Vendors, 
the Auditor should vouch the Journal entries, recording 
the Assets acquired and Liabilities taken over (if any), 
with the Contracts between the Vendors and the Com- 
pany. Where a Prospectus has been issued, the 
amount payable for Goodwill must be specified therein, 
and will be equivalent to the difference between the 
value of the actual Assets acquired and the amount 
of the consideration payable to the Vendors, plus the 
Liabilities taken over (it any ). 

Where the purchase consideration is less than the 
value of the actual Assets acquired, there will be no 
Goodwill, but ou the otliei hand a surplus will be 
shown representing a book profit. The cost of such 
assets to the Company is only the amount paid therefob 
and consequently any apparent surplus should prefer- 
ably be utilised hi adjusting the \ allies of the assets 
acquired. Where, however, such treatment is not 
desired, the amount should he placed to the credit of a 
Capital Reserve Account, which will not be available 
for Revenue purposes. 

Where a Reconstruction has taken place, and a 
New Company has been burned to take over from 
the Liquidator of the Old Company all the Assets of 
that Company, and possibly also to undertake certain 
of its Liabilities, the Old Company receiving the 
Purchase Consideration either wholly or partially in 
Shares of the New Company, the Auditor of the 
Reconstructed Company should examine the Contratet 
under which the Assets are acquired, and ascertain 
that) all suck Assets are duly brought into Account. 
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In some cases the Liabilities of the Old Company may 
be wholly or partially satisfied by the issue of Shares 
or Debentures, and where this is so, the Auditor should 
vouch the issue of such Shares or Debentures, and 
ascertain that it is in accordance with the Contract. 

(b) Apportionment of Profit prior to Incorporation. 

Frequently a Company takes o\ ei a business as 
and from a date prior to the incorporation of the 
Company itself. In such an event any profits earned 
prior to the date of incorporation, to which the Com- 
pany may be entitled, cannot be regai ded as profits 
available for dividend, but are of a capital nature, 
since the Company cannot earn profits before it comes 
into existence. When the Vendots aie not entitled 
to take such profits they are usualh entitled to interest 
on the purchase eonsideiation iioni the date when 
the business was taken over to the date when the 
“purchase consideration is dischaiged. It that is so, 
the interest payable to the Vendois for the period 
from the date of tailing the business o\ei till the date 
of incorporation can be charged against the profits 
earned during that period, any interest payable in 
yespect of any period after the date of incorporation 
being charged against the Profit and Loss Account. 
The remaining balance of profit earned prior to in- 
corporation (if any) should either be written off the 
Goodwill, or, if there be iro Goodwill, some other 
fixed asset, or carried forward as a Capital Reserve 
not available for Revenue purposes. % 

If stock is not taken at the date of incorporation, 
arid the exact profit^ thereto cannot consequently be 
l^oertained, R is usual to arrive at the proportion of 
K profits applicable to the period prior to incorporation, 
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either by apportioning the whole profits earned accord- 
ing to the respective periods, or in proportion to the 
turnover of those periods, the latter being, strictly 
speaking, the more correct method. 

The date of the division, in these cases, should be 
the date of incorporation, and not the date of the 
certificate entitling the Company to commence business ; 
since once that certificate has been issued the Company’s 
power of legally carrying on business dates back to 
the date of incorporation. 

(c) Receipts and Payments on behalf of Vendors. 

In some instances, the Company does not acquire the 
book debts from the Vendors, but, for the purposes 
of convenience, undertakes to collect them on behalf 
of the Vendors and to pay over the proceeds. In such 
cases, the Company does not, as a rule, take over the 
liabilities either, but for similar reasons arranges to 
pay these liabilities out ol the proceeds of the book 
debts. Where this is so, the assets and liabilities 
concerned should be brought into the books of the 
Company for the purpose of recording what ought to 
be collected and paid away on behalf of the Vendors, 
the book debts being credited to the Vendors and the 
liabilities debited. The Auditor should see that the 
cash received from the debtors, or the payments made 
to the creditors, are duly apportioned as between the 
Company and the Vendors. Any discounts or bad 
debts relating to the Vendors’ book debts must be * 
borne by the Vendors. 

t Sometimes the Company takes over the book 
debts, which are guaranteed by the Vendors. Any 
bad debts incurred 'relating to such debts will therefore 
be .charged Ho the Vendors. It is an open point * 
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whether cash discount allowed on payment of suoh 
debts within the usual term of credit can be so charged ; 
but this will depend on the precise wording of the 
contract with the Vendors. The Auditor should take 
care to ascertain that all losses properly chargeable 
against the Vendors are debited to them. 

The Vendors’ Contract should be consulted to 
ascertain whether there are any provisions other than 
those above referred to affecting the adjustment of 
the accounts between the Vendors and the Company. 
It is sometimes arranged that the Vendors shall account 
for all moneys withdrawn from the business between 
the date from which the Company acquires it and the 
date when the Company takes it over, and in the 
same manner any sums paid into the business during 
that period, by the Vendors, may be repayable to 
them. 


Directory . 

Liability of Directors to Account. 

The relation between the Directors of a Company 
and the Company itself has been defined by Lord 
Melbourne, in G.E.Rly. Co. v. Turner (1872, 8 Ch. 149), 
when he said : “ The Directors are the mere Trustees 
or Agents of the Company— Trustees of the Company’s 
money and property ; Agents in the transactions 
which are entered into on behalf of the Company.” 

* As such. Directors are liable to account to the Company 
for the assets which have come into their hands or 
ate under their control. * 

Directors therefore occupy a fiduciary position, and 
cannot make any profit out of the Company beyond 
the remuneration to which they are entitled. Dnleaft 
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the Articles expressly make provision that Directors 
can enter into Contracts with the Company, no Director 
can enter into such a Contract, nor can Contracts be 
made in respect of which Directors are interested ; 
and if § 77 of Table '' A ” applies his office is vacated by 
any Director so concerned. This rule however does not 
prevent a Director taking up Shares or subscribing to 
Debentures in the usual wa\ . 

Any Contracts so made are liable to he set aside, and 
a Director must account to the Company for any 
profits made by him in this connection. As, however, 
it might be disadvantageous to the Company if it 
were not able to make conti acts with its Directors, 
the Articles usually pro\idc that Directors may enter 
into Contracts with the Company without rendering 
themselves liable to account foi any profits in con- 
sequence. Unless such a powei is gi\cn, the Auditor 
should carefully note any Contracts entered into by 
the Company with its Diieetois, as it may be his duty 
to inform the Shareholders of the facts. 

The fact that Direct ois occupy* a fiduciary position 
renders it necessary that any amounts owing by them 
to the Company should be shown separately on the 
Balance Sheet, and any payments to them for remuner- 
ation or otherwise should be disclosed in the accounts 
presented to the Shareholders. 

Some Directors consider that they are entitled to 
borrow from the Company, or to overdraw their salary 
or remuneration. Such a procedure is wholly irregular, 
unless special powers are given by the Articles, or by 
the Shareholders in General Meeting. The Auditor 
should clearly point out that the Directors are, as 
far as the funds of the Company are concerned, the 
Trustees of the Company, and are not entitled to 
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borrow or overdraw in respect of moneys subject to 
their trust. Where, however, this has been done, the 
Auditor must point it out to the Shareholders in his 
Rteport. 

The liability of Directors under § 215 of the Com- 
panies (Consolidation) Act, 1908, for Misfeasance or 
Breach of Trust in the event of winding-up, has been 
considered in Chapter VTL, § 39. 

(b) Remuneration of Directors. 

Directors are not entitled to remuneration unless 

the Articles of the Company provide for the payment 

thereof, or the Shareholders in General Meeting resolve 

to pay such remuneration. The Auditor should 

therefore examine the Articles to ascertain whether 

the remuneration is fixed thereby, and, if not, he must 

ascertain by reference to the Shareholders’ Minute 

Book whether any Resolution has been passed under 

which the Directors are entitled to remuneration. 

« 

Directors’ Remuneration may take the following 
forms : — . 

(1) A sum, fixed by the Articles, divisible among 

the Dnectors each year, as they may themselves 
detei mine. , 

(2) A sum, fixed by the Articles, payable to each 
Director, and an additional sum payable to the 
Chairman. 

(3) A ice, fixed by the Articles, to be paid for each 
Meeting attended, or the remuneration payable 
to the Directois as a whole to be apportioned 

* according to the attendances of each. , 

(4) A sum* equal to a percentage on the profits o‘f 

the Company, either with or without the addition 
of a fixed remuneration, * 
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(5) An amount voted by the Shareholders in General 
Meeting, and divisible between the Directors 
according to the Resolution. 

In order to a ouch the remuneration paid under 
the first method, the Auditor should examine the 
Articles and the Resolution of the Directors deter- 
mining in what manner the remuneration is to be 
divided. 

In the second case, the authority would be found 
in the Articles, and no Resolution of the Directors is 
necessary. 

In the third case, the Auditor should examine the 
Directors’ Attendance Book, and see that the fees paid 
to each Dim tor are property calculated according 
to the number ot his attendances. 

In the fourth case, the Aitit les must be examined 
by the Auditor in order to ascertain the manner in 
which the percentage of the profits payable to the 
Directors is to be arrived at. Unfortunately, in many 
cases, the Articles do not clearly define the manner 
in which the percentage is to l/e calculated, and in 
cases of dispute it is advisable that the definition 
given in the Articles should be amplified by Resolution 
of the Shareholders in General Meeting. Where the 
Directors are entitled to a percentage on the net 
profits of the Company, the question aiises as to whether 
the term “ net profits ” means the profits after 
charging such remuneration, or the profits before 
charging the same. Although such percentage is a 
charge as far as the Shareholders are concerned, it is 
an appropriation of the profits as far as the Directors 
'are Concerned, and should, in the absence of clear 
Indication in the Articles to the contrary, be based 
m the profits before charging the percentage. 
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A further point arises in connection with the 
treatment of income Tax. Income Tax is legally an 
appropriation of prolits, but so much thereof as cannot 
be recouped from shareholders, debenture holders or 
others, is treated as a charge in the Accounts of the 
Company. 

It has been decided that where a manager of a 
Company is entitled to a percentage of net profits, 
income tax must not lx 1 charged before arriving at 
the .sum upon which the commission is to he calculated. 

( Johnston v. CJunU rgaU Ha I Manufacturing Co., 1015, 
L.J. 84, Cli. 915.) Tt was h»ld in this case that income 
tax is part of the net piotits available tor dividends, 
and the phrase “ net prolits ” in the particular case 
in question was defined in the Agreement to mean 
“the net sum available tor dividends as certified by 
the Auditors . . . .” 

The Con it followed the luling in Altai n< y-(l< ncral v. 
Ashton (las (Umpany (1907, L.J. 73, Ch. 673) where 
it was held that income tav is part ol the profits, viz., 
such part as the Revenue* is entitled to take of the 
profits. 

It will he noted that the Agreement provided that 
the Auditor’s certificate of the amount upon which 
tho commission was to be paid, was to he taken as final, 
but the Court held that where such a certificate is based 
On a wrong principle, it is not conclusive and binding 
on the parties. 

Any specific reserves made to provide for anf icipated 
losses, or any compulsory appropriation of profits such 
as*the provision of a Sinking Fund for the Redemption 
of Debentures obligatory on the Company under the 
provisions of the Issue, must be charged before arriving 
at tho amount of profits on which the percentage is ' 
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calculated; but appropriations to General Reserve, 
or Reserves for Equalising Dividends, should not be 
charged. 

Where the remuneration is based on the “ net 
trading profits ” losses or expenses not arising in the 
ordinary course of trading, income tax, or compulsory 
appropriations of profit, should hot be debited, but on 
the other hand interest and dividends received on 
investments, or any profit not arising in the ordinary 
course of trading, should not be credited. 

Remuneration based 011 a pet rentage of profits 
does not include a percentage of the profits made 
"on the sale of the whole undertaking of the Company 
(Frames*?. Bultjontein Mining Co., ISO! , 1 Ch. 140); 
but in tlic absence of special sf ipulations to the contrary, 
“profits,” in cases where the rights of third parties 
come in, mean actual profits, and not necessarily the 
profits as shewn b\ the Profit and Loss Account, (lii 
re Spanish Prospecting Co., 101 J, L J. Ch. 210.) 

Where the remuneration is voted by the Share- 
holders in General Meeting, the Auditor must examine 
the Shareholders’ Minute Book. Such a remuneration 
is in the nature ot a gratuity and not an amount to 
which the Directors are entitled by right, even although 
the Articles may state that the lemuneration of the 
Directors shall be fixed by the Company in General 
Meeting (Hutton v. JfW Cork Rail tray Co, 1883, 
23 Oh. P. 654). 

It is a misfeasance on the part of a Director to 
take remuneration in excess of the amount that is 
payable, and any Directors who are parties to such 
payments are jointly and severally liable to refund 
the am o unt (Leeds Estate Co. v. Shepherd , 1887, 36 
Oh. 809 : Re Whitehall Court , 1887, 56 L.T. 280). 



[Chap. IX. 

330 PRACTICAL AUDITING. 

The Company, however, can ratify the payment of 
remuneration in excess of that prescribed by the 
Articles by altering the Articles or passing a Special 
Resolution (Boschofk Co. v. Fulce, 1906, 1 Ch. 148). 

The remuneration due to the Directors is not due 
to them in their character as Members and they are 
ordinary creditors for it and can rank with such as 
outside cicditors (Re New British Iron Co. ex parte 
Beckwith, 1898, 1 Ch. 324; ic Al Biscuit Co., 1899, 
W.N. 115) ; biit they may not pay themselves fees in 
priority to outside creditors when the funds are not 
sufficient to pay everyone in full (Gas Light Improve- 
ment Co. v. Trrrall, 1870, 10 Eq. 168), or in case of* 
the insolvency of the Company pay up their'calls and 
utilise the money so obtained to pay their own fees (Re 
Washington Diamond Mining Co., 1893, 3 Ch. 95). 

The question as to whether a Director is entitled 
to any remuneration if he vacates office during the 
currency of a year has given rise to much discussion 
and several decisions have been given. Where the 
Directors wore entitled to a lump sum, no apportion- 
ment was allowed to a Director who vacated office 
during the year (Salton v. New B(eGon Cycle Co., 
1899, 1 Ch. 775) ; and where the provision was that 
each Director should be paid the sum of £300 per 
annum, no apportionment was allowed ( McConnell’# 
Case, 1901, 1 Ch. 729) ; and again, where the words 
were “ The sum of £300 per annum per Director ” 
(Inman v. Achroyd, 1901, 1 K.B. 613).' These deci- 
sions, however, followed that of the Court of Appeal 
in Swahey v. Port Darwin Gold Mining Co. (1889, 
1 Meg. 385), which apparently was erroneously reported 
and they cannot, therefore, be regarded as final. Xt 
• Would appear that if the provision is “At the 
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• rate of per annum ” apportionment would 

be allowed. Owing to the uncertainty involved, it 
has become customary, since those cases were decided, 
to provide in the Articles that the remuneration shall 
be apportionable. 

Income Tax on Directors’ remuneration must not 
be paid out of the Company’s funds unless the Articles 
specifically give power to do so ( Boschoek Proprietary 
Co. v. Fuke, l(K)t>, 1 Ch. I4K) ; or unless the sum has 
been voted by the shareholders in (general Meeting. 
The Assessment in respect ot Directors’ Fees is made 
on the Directors personally, and where the Fees are 
paid free of tax, the Company should refund to tho 
Directors the tax borne by them. 

Sometimes Directors waive the whole or a portion 
of their fees. In such a case the Minute Book would 
contain a Resolution of the Board to that effect, 
although all the Directors would require to be present 
at the Meeting, and to vote on the Resolution, A 
verbal agreement between the liquidator of a Company 
and the Directors, and by the Directors mutually with 
each and all the others to forego Directors’ fees is valid. 
(West Yorkshire Darracq Agency, Ltd. (in Liqdn.) v. 

’ Coleridge, 1911, L.J., K.B., 1122.) 


/(c) Directors’ Qualification. 

Unless the Articles provide that he shall do so, 
a Director need not hold any Share Qualification, but, 

( where this is req uir ed, the Auditor should ascertain 
that the Director has duly acquired the Shares within 
two months after appointment, or such shorter time 
& may be fixed by the Articles, as required by § 73 
of the Companies (Consolidation) Act, 1903. If the 
q ualifi cation is not so acquired, the office of Director 
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is vacated. A Director who acts without acquiring his 
qualification Shares may be entitled to his remuneration 
up to the date at which the office becomes vacated 
( Salton v. New Beeston Cycle Co., 1899, 1 Ch. 775). 

The Act makes no provision for vacation of office 
in any other circumstances, but Table “ A ” and the 
Articles of most Companies make specific regulations 
on this point. Vacation of office takes place auto- 
matically upon the specified event occurring and 
remuneration will cease accordingly (Bodega % Co., 
Ltd., 1904, 1 Ch. 276). A Director may not hold any 
other office of profit under the Company and the 
acceptance of such an office will vacate the Director- 
ship ; the appointment of a Director as Trustee for 
Debenture Holders, receiving a remuneration for his 
services, is sufficient to disqualify him (Astley v. 
New Tivoli Co.. 1889, 1 Ch. 151). 

(d) Directors’ Travelling Expenses. 

Unless the Articles specifically provide, a Director 
is not entitled to • travelling expenses incurred in 
attending Board Meetings, which are presumably 
covered by his remuneration (Young \. Naval and 
Military Co-operative Society, 1905, 1 lv.B. 687). 

It is, however, common to find a provision in the 
Articles entitling Diieetors to their travelling expenses 
incurred in attending Board Meetings, or otherwise on 
the business of the Company. The Auditor must 
carefully examine the clause in question since too wide 
an interpretation must not be placed upon it. The 
vouchers for payments of this nature do not usually 
contain details of the expenditure, and it is advisable 
that all suoh payments, being to the Directors them* 
selves, should form the subject of a Minute. Where 
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the Auditor considers the payments excessive, and is 
unable to obtain particulars as to how they are arrived 
at, he should refer to the matter in his Report to the 
Shareholders. 

Power is usually gi\en in the Articles for the 
Directors, by Resolution, to ^ote additional remunera- 
tion to any Director who is called upon to travel on 
business for the Company, and to pay his travelling 
expenses. Any such payments, being authorised, are 
in order, but the Auditor should see that they are 
separately shown in the Accounts presented to the 
Shareholders. 

(e) Managing Directors. 

Table “A” gives power for the Directors to 
appoint one of their munbei as Managing Director or 
Manager and fix his remuneration, which may be by 
way of salary, or commission, or participation in 
profits, or partly in one way and partly in another, 
and the Articles of most Companies make similar 
provision. Where a Managing < Director has been 
appointed under such powers, the Resolution of the 
Board appointing him and fixing his remuneration, must 
be examined by the Auditor, and the remuneration 
vouched according to the basis on which it is payable. 

A Managing Director is not a clerk or servant of 
the Company within the meaning of the Preferential 
Payments in Bankruptcy Act, 1888, and, consequently, 
is not entitled to preferential treatment in respect of 
arrears of Salary or Commission in the event of winding- 
up ( Newspaper Proprietary Syndicate, 1900, 2 Ch. 349). 
A Secretary of the Company, however, who devotes 
the whole of his time to the services of the Company, 
can olaim preferential rights {Cairney v. Bach, 1906, 
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2 K.B. 746) , and so also can a Director in respect of 
Employment, who is authorised by the Articles to accept 
such employment in the Company (Re Beeton da Co., 
Ltd., 1913, L.T. 160). 

, / § 10.- -Minute Books. 

(a) Directors’ Minute Book. 

Under § 71 of the Companies (Consolidation) Act, 
1908, every Company must cause Minutes of all 
proceedings at Meetings of Diiectors or Managers to 
be entered in a Minute Book. Any Minute purporting 
to be signed by the Chairman of the Meeting, or by 
the Chairman of the next succeeding Meeting, is 
evidence of the proceedings. 

The Auditor should peruse the Minute Book and 
should see that all Minutes which lie is utilising as 
evidence of transactions are duly signed, and that the 
names of the Directors present at the Meeting have 
been inserted. The Auditor should refer to the Minute 
Book' in vouching all transactions other than those 
connected with the usual trading operations. 

The following are instances of transactions of a 
special nature : — 

(1) Allotment of Shares. 

(2) Adoption of Contracts. 

(3) Power to utilise the Company’s Seal. 

(4) Making Calls. 

(5) Forfeiting Shares. 

(6) Appointment and Itemuneration of Managing 
Director, Manager, Secretary, or other officials. 

(7) Appointment of Auditors prior to Statutory 
Meeting, or to fill a casual vacaney. and their 
remuneration. 
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(8) Authorisation of Capital Expenditure. 

(9) Resolution to pay interim Dividends where such 
are infra vires. 

(10) Payment of Travelling Expenses to Directors or 
Special Remuneration. 

(11) Adoption of Accounts. 

(12) Adoption of Directors’ Report to Shareholders 
and Recommendations as to Division of Profits. 

(b) Shareholders’ Minute Book. 

Under § 71 of the Act quoted above, Minutes 
must be made of all proceedings and resolutions at 
Shareholders’ Meetings, and entered in the Share- 
holders’ Minute Book. The Auditor should examine 
the Minutes of each Meeting, particularly with reference 
to the following matters : 

(1) Adoption of Accounts. 

(2) Appropriation of Profits by way of Dividends,* 
and amounts placed to Reserve, &c. 

(3) Voting Remuneration to Directors. 

(4) The election of Auditors and their remuneration. 

(5) Any Resolutions affecting the Accounts. 

If. — Reserve Funds. 

The nature of Reserves and the distinction between 
General and Specific Reserves has been discussed in 
Chapter IV., § 8, where the question as to whether a 
General Reserve should be retained in the business or 
specifically invested outside the business is considered 
and it was there pointed out that although the term 
“Reserve Fund” is frequently utilised when the 
Reserve is not represented by specific investments 
outside the business, but by the general assets, it is 
preferable to term a Reserve so represented “ Reserve 
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Account,” and to confine the use of the term “ Reserve 
Fund ” to those cases where there are specific invest- 
ments representing the fund. 

• Most Companies have power to put profits to 
Reserve before payment of any dividend, and clause 99 
of Table “ A ” provides that the Directors may, before 
recommending any dividend, set aside out of the profits 
of the Company, such sums as they think proper as 
Reserve or Reserves, which shall, at the discretion of 
the Directors, be applicable for meeting contingencies, 
or for equalising Dividends, or for any other purposes 
to which the profits of the Company may be properly 
applied, and pending such application, may be em- 
ployed in the business of the Company, or invested 
in such investments as the Directors may think fit. 

It is very desirable that a Reserve Fund should be 
accumulated, and in some cases the Articles provide . 
•that a fixed percentage of the profits shall be retained 
in each year and placed to Reserve until a certain : 
sum has been so accumulated and where this is the ' 
case, the Auditor .should see that the provision is 
duly carried out. Such compulsory provision, how- 
ever, is unusual, and commonly the Articles leave the 
matter to the discretion of the Directors. Where 
such discretion is given, it is a matter for the Directors 
ifo determine as to how much of the profits of any one 
year they shall put to Reserve before recommending 
the payment of a Dividend, even though the result of* 
their action may be to prevent payment of any Dividend 
on Founders’ Shares (Fisher v. Black and White Publish* 
ing Co., 1901, I Ch, 174) ; or Preference Shares (Borud 
t^fidrrow HmmaUte Co t , 1902, 1 Ch. 358). 

' to appropirlhtions’ of ; 

be id 
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amounts received for premiums on Shares issued are 
•frequently taken to the credit of this Account. Where 
a Sinking Fund has been provided for the Redemption 
of Debentures, the amount to the credit of this Account, 
when the Redemption of the Debentures has been 
accomplished, should be transferred to the credit of 
Reserve and will be represented *by the Assets formerly 
subject to the charge contained in the Debentures. 

A Reserve Fund accumulated out of profits may be 
utilised in any manner in which the profits of the 
Company may be applied and can be drawn upon for 
payment of Dividends or to meet exceptional losses. 
Where a loss has been incurred on Revenue Account, 
such loss can be made good by a transfer from the 
Reserve. Any loss arising from diminution in value 
of the Fixed or Capital Assets of the Company may 
be written off against the Reserve Account. 

Where the book value of the fixed Assets is less 
than the real value and it is desired to write up the 
value of such Assets in the Balance Sheet, the increase 
should be placed to the credit of a Capital Reserve 
Account, since it will not be available for Revenue 
purposes, but any subsequent loss in connection with 
these Assets may be charged against such Reserve. 
Before passing any entries recording the appreciation 
of Assets in this manner the Auditor should ascertain 
why the revaluation has been made, and bj T whom, 
and satisfy himself that it is bond fide. Under no 
circumstances should such an appreciation be taken to 
the credit of Revenue, unless it can be shown to have 
arisen by reason of excessive depreciation having been 
written off in the past ; even then it is not desirable 
tq;, credit the Profit and Loss Account, as this would 
havethe effect of unduly increasing the profits of the 
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current year, and the amount should preferably be 
carried to the credit of Reserve. 

It would appear, however, that a bond jide increase 
in the value of Fixed Assets can be utilised to wipe 
out the debit balance to rrotit and Loss Account, 
thus leaving current profits available for the payment 
of dividends. ( A mmon ia Soda ( ' ompany v. C hamberlain 
1918, L.J. 87, page 193.) This decision is more fully 
referred to in Chapter A. 

Where the Assets representing a Reserve are 
permanently employed in the business ol' the Company, 
it is sometimes desired to capitalise a portion or the 
whole of the Reserve, and this can be done by declaring 
a bonus or dividend payable out of the Reserve, free 
of Income Tax, by the issue of fully paid Shares. 

Many prosperous companies have accumulated 
very large reserves, which have been used in the 
Business, with the result that tin rate of dividend paid 
on the issued share capital does not correspond with 
the rate actually earned on the capital employed 
in the business, and in view of political considerations, 
it has been thought, in many cases, advisable to bring 
the issued capital into a proper relation with the 
capital employed, by capitalising a large portion of the 
reserves in the way above indicated, and it is probable 
that the practice will become increasingly prevalent. 

Where this is contemplated it should be seen that 
the Articles of the Company permit of such treatment, 
if not, they should be altered by Special Resolution ; 
and that the Company has sufficient unissued Shares 
tojenable this operation to be performed, as otherwise 
it i will be necessary to increase the Capital of the 
Company for this purpose. 

If the Shareholders do hot have an unconditional 
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right to take their dividends or bonuses in cash should 
they wish to do so, this operation will probably require 
a Contract to be iiled at Somerset House constituting 
the title of the allottees to the Shares under § 88 of the 
Companies (Consolidation) Act, 1908. 

A Resolution having been passed by the Company 
authorizing this procedure, the Direct ois should pass 
a Resolution declaring the dividend or bonus payable 
out of Reserve by way of the issue of fully-paid Shares, 
and a Contract should be entered into between the 
Company and a nominee on behalf of the Shareholders 
under which the Shares should be allotted. Arrange- 
ment should be made for dealing with the allotment 
of fractions of Shares. 

Sometimes this principle is utilised for the purpose 
of wholly or partly discharging the uncalled liability 
on Shares already issued. In this case the procedure 
is to declare the bonus or dividend out of Reserve, 
and at the same time to make a ('all on the Shares to a 
corresponding amount. 11‘ the Company’s Articles give 
power for the Call to be set off against the dividend, 
this can be done, but, if no power is given, the individual 
Shareholders must authorise the Company to retain 
the monies due to them tor dividend or bonus in 
payment of the Call. This can most conveniently be 
done by the endorsement of the Dividend Warrant by 
each individual Shareholder being drawn to act as an 
authority to the Company to apply the amount thereof 
in that manner. 

A dividend so distributed has been regarded as 
equivalent to a dividend paid in cash {Ranee's Case, 
1871, 6 Ch. 104) ; and it would therefore seem that 
fchWe is no obligation to file any Contraot at Somerset 
House in a, case of this sort. 
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A Reserve Fund accumulated out of the profits 
remains profits in the event of liquidation, and is 
divisible amongst the Members in the proportion in 
which they arc entitled to share the profits. If the 
Articles provide that the Preference Shareholders are 
entitled to profits in certain proportions and there are 
any arrears of Preference Dividend, Preference Share- 
holders will be entitled to such arrears out of the 
Reserve Fund (Bishop v. Smyrna <0 Cassaba Railway, 
1895, 2 C'h. 265) ; but where the right of such Pre- 
ference Shareholders to dividends only accrues after 
a Resolution to pay such dividend has been passed by 
the Directors, and the Company goes into liquidation 
before any such Resolution is passed, the Preference 
Shareholders will have no claim against the Reserve 
Fund in respect of arrears of dividend (Crichton's Oil 
Co., 1901, 2 (’ll. 184; 1902, 2 Oh. 86). 

The ultimate distribution of surplus Assets after 
repaying to Shareholders the nominal amount of their 
Capital, whether such surplus is represented by Reserve 
Fund or not, must, depend upon the rights of the 
respeetive classes of Shareholders as defined in the 
Articles. 

§ 12.— Sec ret o r Internal, Res erves . 

A Secret or Internal Reserve is one the existence 
of which is not disclosed on the face of the Balance 
Sheet. It is usually created in one or other of the 
following ways: — 

(1) By writing down Assets, such as Investments, 
Freehold and Leasehold Property, or Plant and 
Machinery, below their real value. 

/(2) By creating excessive Reserves for bad debts or 
/ other contingencies. 
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'(3) By charging Capital Expenditure to Revenue. 

/ /(4) By undervaluing Stock-in-trade. 

/ / (5) By writing down the Goodwill. 

/ The object of creating a Secret Reserve is to enable 
a Company to avoid violent fluctuations in its profits 
or dividends and so prevent any disturbance of con- 
fidence or undue variation in the value of the Shares. 
In the case of concerns such as Banking Companies 
whose whole existence depends upon the credit they 
enjoy and the confidence they inspire, it has been found 
essential to have recourse to Reserves of this nature. 

The objections that may be urged against the 
existence of Internal Reserves which are not disclosed 
on the Balance Sheet, are as follows : — 

(1) As the Assets are undervalued, the Balance 
Sheet will not show the true position of affairs. 

(2) The balance of Profit available for dividends will 
be diminished, and consequently the Shareholders 
may receive a lower rate of dividend than other- 
wise would have been the case. 

(3) The reduction in the amount of divisible Profits 
and the diminution of the value of Assets 
appearing on the Balance Sheet may cause the 
market value of the Shares to be less than it 
otherwise would have been. 

(4) Such Reserves might be utilised in an improper 
manner by the Directors for the purpose of 
manipulating the Company’s Shares in the 
market. 

(5) The fact that the Assets appear in the Balance 
Sheet at less than their real value may be dis- 

• advantageous to the Company in the event of 
a fire occurring and a claim for Insurance being 
made. 
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Where Reserves of this nature are material in 
amount, there can be no question that the Balance 
Sheet will not exhibit a true and correct view of the 
slate of affairs, and although the actual state of affairs 
n\ay be much better than it appears to be, it may be 
desirable for the Auditor to refer to the matter in his 
Report io the Shareholders by indicating that the 
values placed upon certain Assets are considerably 
less than their actual values, or that the amount of 
Reserve made for bad debts or other purposes, appears 
to be in excess of what is required. Such a reference 
would protect the Auditor, and it would not be 
necessary for him to disclose the extent of the Reserves 
in question. In many cases, however, these Secret 
Reserves have been made with the direct consent of 
the Shareholders by means of appropriations of profit 
recommended by the Directors and approved by the 
"Shareholders in General Meeting. It is common to 
find in the recommendations made by the Directors of 
a Banking Company with reference to the appropria- 
tion of Profits, that an amount is proposed to be 
transferred to the Bank Premises Account. This 
involves, to some extent, an addition to the Secret 
Reserves, and such appropriations passed by Share- 
, holders are perfectly in order. 

The argument that the balance of Divisible Profits 
is diminished and that the Shareholders will receive a 


lower Dividend than otherwise would be the case, 
cannot be maintained if the Directors are acting in a 


bona fide manner, and in the interests of the Company,; 
generally, since the Directors ought not to recommend 


the payment of any Dividend in excess of what they^ i 
l4/thjg3^; : |tiL4^^^lvVcqn6idep should' be paid., , 
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by the operation of a Secret Reserve, it will be necessary 
to have recourse to an open Reserve, or the carrying 
forward of a larger credit balance on the Profit and 
Loss Account. 

The fact that the published Profits appear to be 
less than they actually are, or that the Assets appear 
at a lower value than otherwise would be the case, 
would no doubt have some effect in reducing the 
market value of the Shares where the fact of the 
existence of such Secret Reserves is not known in the 
market. In the majority of cases, however, and 
particularly in the case of Banking Companies, the 
fact that such Reserves exist is perfectly well known 
to the bulk of the Shareholders and is to a large extent 
taken into account in the value at which the Shares 
stand in the market. E veil where these facts are not 
generally known, as long as the Directors are acting 
in the general interests of the Company, they need 
not concern themselves with the individual interests 
of temporary Shareholders. 

The gravest objection to which*tlie creation of these 
Reserves is open, is that they may be utilised in an 
improper manner for the personal advantage of the 
Directors or their friends. It would be quite possible 
by charging Capital Expenditure to Revenue, or by 
largely undervaluing Stock-in-trade, to so reduce the 
Profits in any one year and the consequent Dividend, 
as to cause the Shares of the Company to fall in value 
considerably. A corresponding rise would take place 
in some subsequent period when the Profits were 
' allowed to appear again at their proper amount, but 
& the meantime, the Company’s Shares might have 
\lmen dealt in very advantageously % persoha, cbih« 
^^diwg aii mtimate knowledge of the' position, 
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duty of the Auditor in connection with this question 
and the attitude which he may find it necessary to 
take up will be determined by his consideration of the 
facts of each individual case. If lie is of opinion that 
this treatment is being utilised in a buna fide manner 
and for the advantage of the ('omjianj generally, he 
need not take objection to it, and will only refer to 
the matter in his Report to the Shareholders if the 
amounts involved are so considerable as to render it 
necessary. Where, however, he considers that the 
Shareholders ought to be informed of the facts, either 
because he does not think the Balance Sheet is properly 
drawn up, or because, iu his judgment, < Ik* adoption 
of such a policy is not required in the general interests 
of the Company, he must deal with the matter in his 
Report to such extent as he thinks desirable. 

The contention that the inclusion of Assets such 
■as Freehold and Leasehold Property, or Plant and 
Machinery, in the Balance Sheet at less than their real 
value might be detrimental to the Company in the 
event of a claim being made in respect of loss arising 
by lire, will not stand serious examination. The 
Insurance Companies always require proof of the 
value of any assets irrespective of the value at which 
they stand in the books, and if it could be proved 
that the assets appear at less than their real value 
a claim for the actual value would be admitted. 

In any case, it is unnecessary to actually write 
down the value of the asset in the books, in order 
to provide a Secret Reserve. It is quite possible to 
open a Special Reserve Account against any particular 
Aaset, which can be deducted from the value of that 
Asset in the preparation of the Balance Sheet, only 
the net amount being disclosed, and this is* the most 
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convenient method of providing Reserves of this 
nature, since recourse can be had to the Reserve 
without actually writing up the Asset Account in 
the books. 

It is undesirable that any Asset of a realisable 
nature should be entirely written off, since if this is 
done, the existence of the Asset may easily be over- 
looked and the Auditor might omit to verify it. A 
debit balance of some sort should remain representing 
the Asset, even though it be only Is. 

The creation of a Secret Reserve by writing down 
the value of the goodwill is open to no objection, 
since this Asset is of a purely hypothetical value, and 
the fact that it stands at a low figure in the Balance 
Sheet, although the Company may be earning large 
profits, will only tend to strengthen the general position, 
and increase the value of the Shares rather than 
otherwise. 

The case of Newton \. Birmingham Small Arms 
Go., Ltd. (1906, 2 Ch. 378), is important in connection 
with this subject. The Company desired to adopt 
additional Articles giving power to the Directors to set 
aside amounts out of profit, without disclosing the fact, 
for the purpose of constituting an Internal Reserve 
Fund, which should not be shown or disclosed on the 
Balance Sheet. The Shareholders were not to have 
the right to obtain information from the Directors as 
to the amount or application of this Fund, which 
might be invested in any way the Directors thought 
fit, or utilised in any manner which the Directors, in 
their absolute discretion might consider would serve, 
protect, or advance the interests of the Company, or 
preserve or promote the value of the undertaking, 
Asse ts or Goodwill of the Company. The Auditors 
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were to be allowed access to the Accounts relating to 
sucb fund, and it would be their duty to ascertain 
thj|t the application thereof was in accordance with 
the provisions of the Articles, but they were not- to 
disclose any information with regard to the Internal 
Reserve to the Shareholders or otherwise. 

It was held by Buckley, J., that, in so far as restric- 
tions were placed upon the Auditors in the matter of 
their Report to the Shareholders, the Article was 
ultra vires , as being inconsistent with the Statute, 
which places no limitations on the nature of the 
information which the Auditors might disclose to the 
Shareholders ; but in the course of his Judgment, the 
learned Judge made the following remarks which 
particularly apply to the subject of Secret Reserves : 

“ Assets are often, by reason of prudence, estimated, and stated 
to be estimated, at less than their probably real value. The purpose 
of the Balance Sheet is primarily to show that the financial position 
7>f the Company is at least as good as there slated, not to show that 
it is not, or may not be, belter. The provision as to not disclosing 
the Internal Reserve Fund in the Balance Sheet is not, I think, neces- 
sarily fatal to the Special Resolutions. But the Special Resolutions 
do not stop there. They provide that it shall be the duty of the 
Auditor not to disclose any information with regard to this, Fund 
to the Shareholders or otherwise. It is, I think, inconsistent with 
the Act of Parliament that the Auditor shall J>e bound, even when 
he thinks ibhat the true state of the Company’s affairs is affected by 
facts relating to the Internal Reserve Fund, to withhold all information 
with regard to the same from the Shareholders. If, for instance, 
the Directors had invested the Internal Reserve Fund upon investments 
which might involve the Company under certain circumstances in 
enormous loss, the Act, I think, requires that the Auditor shall be 
at liberty and be bound to Teport that fact. In reporting upon the 
Accounts submitted to them the Auditors do not, of course, report 
as to the details of the Accounts to which they find no cause to take, 
exception. Their duty is to call attention' to that which is wrong, ,, 
not to condescend upon all the details of that which is right. It is, 

I think, competent to the statutory majority of the Shareholders to,. 
Say that as to particular items of their business, it is to the intef^ 
.of pike Corporation that there" 5 shall be secrecy and that tlie Auditorf , ^ 
fcho; must fo&the purpose%f their Audit? know all such detail 
d&ty Wtar v the, •; requires 
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clauses are intended to be used for any other than a legitimate purpose. 
Those who are engaged in commerce are familiar with the fact that 
undue publicity as regards the details of their trade or as to the 
financial arrangements, may often be injurious to traders, having 
regard to the rivalry of competitors in trade, to complications some- 
times arising from strained relations between Capital and Labour, 
and the like. There are legitimate reasons for ensuring secrecy to 
a proper extent. It is not, I Ihmk, necessary, nor, having regard to 
the great utility of these Acts, is it desirable, to expose persons who 
trade under these Acts to the neiessitV of a publicity from which 
their competitors are tree, unless such publicity is required to ensure 
commercial integrity. I am not disposed to look too closely tor 
reasons why I should find chimes such as these to be inconsistent 
with the Act if 1 see that the true purpose of the Act is satisfied. I 
think, ho\ve\er, these Special Resolutions go too tar. Any Regulations 
which preclude the Auditors from availing themselves of all the 
information to which, under the Act, they are entitled as mat (‘rial 
for the Report, which, under the Act, tiny are to make as to the true 
and correct state of the (’ompanv’s a flairs, ait, I think, inconsistent 
with the Act.” 


§ 33. — Income Tax. 

It is not within the province of this work to consider 
in detail the question of Income Tax either from a 
legal point of view or from the practical aspect as 
affecting Accounts ; and the subject has been separately 
treated by the Authors in their work on Income Tax 
in Relation to Accounts. Moreover, it is not conceived 
that it is the duty of the Auditor to ascertain that 
the Company is correctly assessed for Income Tax. 
That is. the duty of the Secretary and the Directors. 
The Auditor’s duty is confined to ascertaining that 
the amount paid in respect of Income Tax has been 
properly dealt, with. 

It is true that in a great many Companies the 
Auditor is requested to prepare Accounts for Income 
Tax purposes, to submit the same to the Surveyor, 

, and to conduct Appeals where rfecessarp but he 
performs this work in his capacity as Accountant, and 
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not as Auditor, and the matter should be subject to 
’ a separate arrangement. 

The fiscal year extending from the 6th April to 
the 5th April rarely coincides with the financial year 
of a Company, and it is sometimes thought desirable 
to provide for the Income Tax accrued to the date 
of taking the Accounts, especially if these be closed 
at December 31st. Income Tax assessed in respect 
of the fiscal year ending 5th April is payable on or 
before the 1st of January in that year, but does not 
become a present liability until the 1st January. 
At the date of the Balance Sheet in the instance given 
the liability for Income Tax has not accrued due, 
and such Balance Sheet cannot therefore be said to 
be incorrect merely because it does not include pro- 
vision for Income Tax, although the high rate of tax 
makes such a provision desirable. 

* Where dividends are paid less tax the matter is 
not of so much consequence, since the greater portion of 
the tax ■ payable by the Company will be recouped 
from Shareholders,' Debenture Holders, and others, 
assuming dividends to be declared ; and in fact the 
Profit and Loss Account will only show a debit in 
respect of Income Tax on profits undistributed, or 
payable in respect of the adjustments necessary under 
the Income Tax Regulations. Where, therefore, 
Income Tax is reserved for at the date of the Balance 
Sheet, the amount debited to Profit and Loss need 
only be in respect of so much of the tax as will be 
payable after allowing for the tax that will be deducted 
from Shareholders and others on payment of dividends 
and interest. v 

^ i ;There. : Rre ■. sorhe instances- .where the accrued tax,.-? 
paid, should be teoaglit 
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If the date of the Balance Sheet falls between the 
31st December and the 5th April, and the Income 
Tax th en payable has not been paid, the liability 
should be ^brought in. If it is the custom to declare 
dividends free of" tax, and the date of the Balance 
Sheet is prior to the 1st January, although there may 
be no present liability for Income Tax, the accrued 
tax should be calculated and brought into account, 
since dividends being paid free of tax no tax can be 
recouped from the Shareholders, and the whole of 
the tax payable will be chargeable against the Profit 
and Loss. Where the profits are large the sum payable 
will be considerable, and if not brought into account 
the balance of available profit might permit of a higher 
dividend being paid than would have been the case 
had the accrued tax been provided for. It is essential, 
therefore, that the Auditor should ascertain that such 
accrued tax has been brought into account at the 
date of the Balance Sheet where it is the custom of 
the Company to pay dividends free of tax. 

The treatment of Income Tax on Directors’ Fees 
and Remuneration has been referred to in § 9 (b) of 
this Chapter. 
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CHAPTER X. 

DIVISIBLE PROFITS AND DIVIDENDS. 


' § 1. — The Ascertainment of Profits. 

The proper ascertainment ot profits in the case of a 
Company is a matter of very great importance, affecting 
the rights and interests of various parties in different 
ways. If the profits shown in the accounts have been 
arrived at incorrectly, and are in excess of the actual 
profits, and further if they have been distributed in 
dividend, the effect may be that the dividend has been 
paid out of capital in whole or in part, and that the 
capital fund contributed by the Shareholders does not 
remain intact. 

Similarly such a proceeding might affect the rights 
of Debenture Holders since the dividend so paid away 
would have the result of depleting the Assets which 
form their security. 

If the improper distribution of dividends has so 
depleted the funds of the Company that the remaining 
assets are insufficient to provide for the payment of 
Ordinary Creditors, the interests of the latter are 
obviously affected; while the Directors of the Company 
may make themselves personally liable to account for 
any dividends paid out of capital. 

* Further, there may be third parties entitled to a 
share of the profits, such as Directors, Managers, or 
others, receiving a percentage thereon. 
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Where the profits shown are more than the actual 
profits, such persons might receive more than they were 
entitled to, while on the other hand where the profits 
shown are less than the actual profits, such persons may 
be entitled to take their proportion ot the actual profits. 

If the total assets ot a business are valued at the 
# 

commencement of the year, the difference between this 
sum and the total of liabilities and capital at that 
dale represents a surplus or deficiency as the case may 
be. If a similar valuation is made at the end of the 
year aud the surplus is found to have increased or the 
deficiency decreased, such difference, subject to any 
appropriations of profit or adjustments of capital, is 
the profit for the period, while if the surplus has 
decreased or the deficiency increased, such difference 
is the loss for the period. 

It is clear that the amount of profit so arrived at is 
“dependent upon the method employed in determining 
the value of the assets. 

If all the assets were valued at the amount they are 
expected to realise if the business were closed down, a 
heavy loss would necessarily be shown. This method, 
therefore, is not adopted but the valuation is made on 
the basis of a going concern. It is necessary however, 
to distinguish between the various classes of assets, 
since if fixed assets representing capital expenditure 
such as freehold land rise in value, and this increase 
is taken into account, it represents an unrealised profit 
which may never accrue. 

Fixed assets therefore are generally valued at their 
cost price less a proper allowance for the depreciation 
which has arisen as a result of their being utilised in 
carrying on the business. 

Similarly floating assets should not be valued 
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above cost as this would involve taking profit before it 
is realised, the proper basis of calculation being cost, 
market or realisable value whichever is the lower. 

In effect therefore the profits may be said to be the 
excess of current income for a given period over current 
expenditure after making good any loss sustained by 
fixed or floating assets during that period in process 
of earning such income. 

It does not follow, however, m the case of a Company 
that profits so arrived at are necessarily divisible 
profits, and the Courts have held in certain instances 
that it may not be necessary to make good expired 
capital expenditure before arriving at the profits out 
of which dividends may be payable; in each case the 
provisions of the Memorandum and Articles of Associa- 
tion and their validity must be considered. It may be 
found on the other hand that various appropriations 
must be made from the Profits before any balance is • 
available for distribution. 

Before proceeding, however, to a detailed considera- 
tion of these cases, there are two decisions dealing with 
the ascertainment of profits which are important to 
note, v 

(a)- The Spanish Prospecting Co Ltd. (1910, 103, L.T 611). 

In this case the Company had entered into an agree- 
ment with two men, A and B, who were to receive a 
salary at the rate of £41 13s. 4d. per month each, subject 
to the proviso that they should not be entitled to draw 
their salary “ except only out of profits,” if any, arising 
from the business of the Company, which might from 
tune to time be available for such purpose. Any such 
salary was to be cumulative, and 'any arrears thereon 
payable out of succeeding profits. 
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The business of the Company included the purchase 
and sale of Shares; and certain Debentures which had 
been acquired stood in the books at no value. 

The Company went into liquidation while the 
Debentures were still unsold, but they were subsequently 
realised by the Liquidator, and it was claimed that the 
proceeds should be credited to the Profit and Loss 
Account in order to enable A and B to receive their 
salaries out of the profits arising therefrom. ISwinfen 
Eady, «J„ decided that a surplus on realised assets in 
winding-up, over and above the subscribed capital, was 
not a prolit arising out of the business ol the Company, 
but the Court of Appeal reversed the decision, and 
indicated that the proceeds could be properly credited 
to Profit and Loss Account. 

Eletclier Moulton, L.J., said: — 

** ... We start thciefoie with Ibis iun da mental definition oi 

4 prolits/ viz., if tiie total assets oi the business at the two dates be 
compared, the increase which they show at the latei date as compared 
with the oarliei date (due allowance, ot Louise, being made tor any 
capital introduced into or taken out of the* business in the meanwhile) 
repieseuts in stuctness the profits oi the business dining the period in 
question. But the penodnal ascertainment oi piofits in a busmen is 
an operation of such practical impoitance as to be essential to the safe 
conduct of the business itself To follow out the strict consequences of 
the legal conception in making out the accounts of the year would often 
be very difficult in pi mine Hence the stuct meaning of the word 
‘profit 1 is larely observed In drawing up the accounts of firms or com- 
panies. These are domestic documents designed for the practical 
guidance oi those interested, and, so long as the piinciple on which 
they aro drawn up is clear, their value is diminished little, if at all, by 
certain departmes from this strict definition which lessen greatly the 
difficulty of making them out. lienee certain assumptions have become 
so customary in drawing up Balance Sheets and Profit and Loss' 
Accounts that it may almost be said to require special circumstances to 
induce parties to depart from them. For instance, it is usual to exclude 
gains and losses arising from causes not directly connected with the 
business of the company -such for instance, as a rise in the market 
value of land occupied by the company. The value assigned to trade 
buildings and plant is usually fixed according to an arbitrary rule, v by 
which they are originally taken at their annual cost and are assumed 
to have depreciated by a certain percentage each year, though it cannot 
be pretended that any such calculation necessarily gives their tree 
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value either in ui>e or in exchange These, however, are meiely 
variations oi practice by individuals 'Jhey xest on no settled principle 
They mainly arise Irom the sound business view that it is better to 
underrate than to oven ate tlio piofits, since it is impossible for you to 
foresee all the risks to which a business mnj in futuie be exposed For 
instance, there are many sound business men who would feel bound to 
take account ol depreciation in the value of business piemises (or in the 
value of plant specially designed foi the piodwtion of a particular 
aiticle), although the^ would not tak< m < mint of appreciation m the 
same arising from like causes ihd though there is a wide 

field for variation of practice in tlusc estimations of profit, this liberty 
ceases at once when the lights of thud poisons mteivene . In 

the absence of special stipulations to the contiarv ‘piofits* in cases 
whoie the lights of third pailios come in mean actual profits, and thev 
must he calculated as closelv as possible m nccoidanco with the 
tundamental conception ot definition to winch 1 have x of erred ” 

This judgment in an extremely able appreciation of 
the methods usually put into practice in business circles 
for the ascertainment of profits While it is true that 
the means adopted is not a mere single entry process, 
nevertheless the end is to ascertain the net gain shown 
by the Balance Sheet over its predecessor, a fter allowing 
for depreciation on the various assets. 

This case, however, Mas (oncerned with the ascer 
tainment of profits, and not with the question of 
divisible profits. In fact the learned judge went on 
to say — 

“1 would have it cloarlv iindci 'stood that those remaiks hatfc no 
bearing upon the vexed question of fhe fund out of which dividends 
may bo legallv paid in limitel companies Oases such ns Veiner v 
General Commercial Invt sfmnit 7mst and \ Neudate! show that 
this fund may m some case's be la i got Ih.in what can light I \ be iogardod 
as profits, and the decisions m those cases depend largeh on the fact 
that there is no statutorv onacfinent which forbids it to bo so ’ ’ 

(b) Re Crabtree, Thomas \. Crabtree, 1912, 106 L.T. 49 - 

The Testator gave his Trustees authority to carry 
on his business during the lifetime of his wife, and 
directed the profits arising from the said business to 
be paid to her. The Trustees, before arriving at the 
profits had charged the annual sum for depreciation of 
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machinery at the rate of 7\ per cent, on its original 
value m addition to the cost of repairs, and the tenant 
for life contended that this ought to be disallowed. 
The Couit of Appeal held that following Swinien 
Eady, J , Mich depreciation had been properly charged. 

In tbe cou iso of his judgment Cozens-llardy, M R , 
said — 

« 

“ But m tin ordinary couiso of ascertaining the profits of a 
business wlun time is powci nncluneiy and tidde machinery which 16 
necebsary m ofdti to pcifoim the woik of the business, it is, m my 
opinion, csscntiil that in addition to all sums actually expended 
m lepaumg the machinery, or m urn wing parts that there should 
bo also wntten off a piopci sum foi depuration and that sum ought 
to lit nuttdi oil Ixiuic you nil anno it tin. net piofiU of the business 
or at the profits of the business and jfc i<* not profit until a propel sum, 
varying with the cla^s ot machinery with tbe liutuio of the business, 
and the life of the miciumn has bun wuttui off loi depicciation ” 

During the aigurnent the case ot Lee v Neuchatel 
Asphalte Co was refened to, and in the course of his 
„ remarks Buckltw, L J , said — 

“ Ihe only authority s itfened to weie those of companies formed 
to work a waiting piopcits and in such a ease all profit aiming from 
the wasting piopoty is dnisible without any deduction foi the 
dftpimitmn in i ilu< of the w lsfmg pi ope it y I bat is beca’uso the 
object of the comp my wi to uijuuc a wasting piopcity and to eliwdc 
all the profits Tbit is not so here The profits of this business ai* 
not ascertained unhl a sufficient sum has been deducted to meet the 
defi^eciation of the* machine rv One of the witnesses m his affidavit 
referred to the 1 saleable \alue of this machine i\ T hat is not the right 
standard Here it is the yaluo ot the machiner\ for the purpose of thif 

hiivnipc.*. tint, t.hp v. i Tr ible value 


§ 2.— Depreciation of Fixed and Floating Assets. 

The terms “ Fixed,” “ Floating,” and “ Wasting ” 
Assets have already been defined in Chapter IV., § 5, 
and the treatment of Depreciation on such Assets from 
a general point of view has been considered. The legal 
aspect of .the subject as affecting Limited Companies 
is of great importance in determining Divisible Profits, 
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* 

and has been the subject of some notable decisions. 
It is proposed first of all to summarise these cases, and 
from the consideration thereof to draw such general 
conclusions as may be possible. 


(a) Legal Decisions. 

(1) Lee v. Neuchalel Asphalt? Co., Ltd. (1889, 41 Ch. 1). 

Held that a Company, empowered to do so by its 
Articles of Association, may distribute Dividends 
without making good the Depreciation of Wasting 
Assets. 

This action was brought by Mr. Lee on behalf of 
himself and all the Ordinary Shareholders of the 
Neuchatcl Asplialte Company, with the object of 
obtaining an injunction to prevent the Directors of 
that Company from distributing a Dividend to the 
Preference Shareholders until depreciation of the * 
Company’s property had been provided for. The 
Articles of the Company provided that the Directors 
should not be bound to reserve moneys for the renewal 
or replacement of any lease, or of the Company’s 
interest in any property or concession ; though as a 
matter of fact the Company did from time to time 
write off considerable amounts, but had not made 
any such provision in the year during which the profit 
which it was proposed to distribute had arisen. 

It may be remarked that in the case of a leasehold 
mine which cannot be exhausted during the term of the 
lease, the loss is continuous whether the mine be worked 
or not, and is a question of time and not of output; 
while in the case of a freehold mine the loss is one of 
putput only. The'learned judge in the remarks quoted 
below on this point did not refer to the element of time. 
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Lindley, L. J., in the course of his Judgment said 
(Acct. L. R. 1889, 26) : 

“ The respondent Company was formed for the purpose of working 
certain asphalt? mines of which it had got a lease. It was quite 
obvious that with respect to such a property, every ton of stuff got 
out of that which was bought with capital represented a portion of 
capital. It was said that a division of the profit arising from the 
sale of such was a return of capital. If that was so, it is not, at all 
events, such a return of capital as is prohibited by the Company Acts. 
There is nothing in any of the Company Acts prohibiting anything 
of the kind. . . .It has been very judicially and properly loft 

to the commercial world to settle how the accounts were to be kept. 
The Acts do not say what expends are to be charged to Capital Account 
and what to lievenuo Account. Such matters we're left to the Share- 
holders ; they may or may not have a Sinking Fund or a Deterioration 
Fund, the Articles of Association may or may not contain regulations 
on thoso matters; if they do, the regulations must bo obse,rvcd ; if 
they do not, the Shareholders can do as they like, so long as they 
do not misapply their capital. In this case one of the Articles provides 
that the Directors shall not be bound to reserve moneys for the renewal 
or replacing of any lease or of the Company’s interest in any property 
or concession. . . . Now f , the Companies Act, 1862 , does not 

require the capital to he made up it lost, and it docs not prohibit 
payment of dividends so long as the assets are of less value than the 
capital called up, nor does it make loss of capital a ground for 
winding-up. But if a Company is formed to acquire or work property 
of a wasting nature, e.g. a mine, quarry, or patent, the capital expended 
in acquiring the property may be regarded as Mink and gone, and if 
the Company retains assets sufficient to pay its debts, any excess 
of money obtained by working the property over the cost of working 
it may be divided amongst the Shareholders ; and this is true, although 
some portion of the property itself is sold, and in one sense the capital 
is thereby diminished. If it is said that such a course involves payment 
of dividends out of capital, the answer is that the Acts nowhere prohibit 
such a payment as is here supposed. The proposition that it i$ ultra 
vires to pay dividends out of capital is very apt to mislead, and must 
not be understood in such a way as to prohibit honest tradings. It 
is not true, as an abstract proposition, that no dividends can be properly 
declared out of moneys arising from the sale of property bought by 
capital. But it is true that if the working expenses exceed the current 
gains, profits cannot be divided, and that if in such a case capital 
is divided and paid away as dividend, the caj)ital is misapplied, and 
the Directors implicated in the misapplication may be compelled to 
make good the amount misapplied. . . .” 

(2) Bolton v. Natal Land and Colonisation Co., Lids 
(1892, 2 €h. 124). 

| Held that a Company may declare a* Dividend out. 
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of current profits without necessarily making good loss 
of capital. 

The Natal Land Company, in 1882, had charged 
against revenue £70,000 in respect of a bad debt which 
had been incurred, and, at the same time, adjusted 
the Profit and Loss Account by crediting to it practically 
the same sum in respect of an increase in value 
attributed to hands held by them. 

In 1885 a profit was made and a Dividend subse- 
quently declared, and the plaintiff thereupon brought 
this action for restraining the payment of the Dividend. 
His argument was that the value of the land in the 
books was in excess of the ttue value, and that the 
difference between the book value and the actual 
value should be written ofl against profits before 
anything could be appropriated for the purposes of 
Dividend. 

The Court held that, assuming a part of the capital 
had in fact been lost, and not subsequently made 
good, no sufficient ground was therefore afforded for 
restraining the payment of the Dividend ; that the 
fact of the Company having written up the value of 
the land in 1882, and credited the increase to the Profit 
of that year in the manner described, did not place it 
under any obligation to bring into .account in every 
subsequent year the increase or decrease in the value 
of its lands ; and that, having regard to the case of 
Lee v. Neuchatel Asphalts Company, Limited, it was 
not correct, in estimating the profits of a year, to take 
into account the increase or decrease in the value of 
the capital Assets of the Company. 

It might appear that this case supported the 
suggestion that a Company might write up the value 
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of its Capital Assets to conceal a revenue loss without 
being obliged to charge against revenue any decrease 
subsequently found to have occurred owing to excessive 
appreciation in the past ; but it should be remembered 
that the Court did not have before it the question 
as to whether the bad debt was one that ought 
originally to have been charged against revenue, the 
learned .Judge specifically stating that this point was 
not raised on the pleadings. 

(3) Venter v. General and Commncial In re fitment 
Trust, Lid. (1894, 2 Ch. 239). 

Held that, subject to its Articles, a Trust Company 
may distribute a Dividend out of the excess of current 
income over current expenditure, without making good 
loss of Capital. 

► 

This Trust Company had issued Share Capital to 
the extent of £600,000, and had borrowed £300,000 
on the security of Debenture Stock. The proceeds of 
these issues had bfeen invested in various securities 
authorised by the Memorandum of Association. The 
market value of such securities at the date of the 
account was £654,776, depreciation having thus occurred 
to the extent of about £240,000, of which it was esti- 
mated that about £75,000 represented an amount 
which there was no prospect of recovering within any 
reasonable period of time. During the Company’s last 
financial year the current income from Investments 
had exceeded the current expenditure by more than 
£23,000, and the question for the Court to decide was 
whether such excess could be utilised for the purposes 
of Dividend without taking into account the loss of 
Capital to the amount of £75,000. 
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Lindley, L. J., in the course of his Judgment, 
said: — 

“The broad question raised by this Appeal is whether a Limited 
Company which has lost part of its capital, can lawfully declare or 
pay a dividend without first making good the capital which has been 
lost. I have no doubt it can that is to say, there is no law which 
prevents it in all cases and under all circumstances. Such a proceeding 
may sometimes be very imprudent, but a proceeding may be perfectly 
legal and may yet be opposed to sound commercial principles. We, 
however, have only to consider the legality or illegality of what is 
complained of. . . . There is no law which prevents a Company 
from sinking its capital in the purchase or production of a money- 
making property or undertaking, and in dividing the money annually 
yielded by it without preserving the capital sunk so as to be able to 
reproduce it intact, cither before or alter t he w inding-up of the Company. 
A Company may be formed upon Hie piinciple that no dividends 
shall be declared unless the capital is kept undiin in inked, or a Comi>any 
may contract with its creditors to keep its capital or assets up to a 
given value. But in the absence of some special Article or contract 
there is no law to this effect, and, in mv opinion, for very good reasons. 
It would, in my judgment, be most inexpedient to lay down a hard- 
and-fast rule which would prexent a flourishing Company either not 
in debt or well able to pay its debts from paying dividends, so long 
as its capital sunk in creating the business was not represented by, 
assets which would, if sold, reproduce in money the capital sunk. 
Even a sinking fund to replay lost capital by degrees is not required 
by law. . . . But, although then* is nothing in the statutes 

requiring even a Limited Company to keep up its capital, and there 
is no prohibition against payment of dividends out of any other of 
the Company’s assets, it does not follow that dividends may be lawfully 
paid out of other assets, regardless of the debts and liabilities of the 
Company. A dividend presupposes a profit in some shape, and to 
divide as dividend the receipts, say, for a year, without deducting 
the expenses incurred in that year in producing the receipts, would 
be as unjustifiable in point of law as it would be reckless and blame- 
worthy in the eyes of business men. The same observation applies 
to the payment of dividends out of borrowed money. Further, if 
the income of any year arises from a consumption in that yoar of what 
may bo called circulating capital, the division of such income as 
dividend without replacing the capital consumed in producing it, 
will be a payment of a dividend out of capital within the meaning 

of the prohibition which 1 have endeavoured to explain 

Perhaps the shortest way of expressing the distinction which I am 
endeavouring to explain is to say that fixed capital may be sunk and 
lost, and yet that the excess of current receipts over current payments 
&ay be divided, but that floating or circulating capital must be kept 
np, as otherwise it will enter into aud form part of such excess, in 
which case, to divide such excess without deducting the capital which 
Jbtms part of it, will be contrary to law. * » 



’ [Chap. X. 

362 PRACTICAL AUDITING. 

(4) Wilmer v. McNamara ifc Co., Ltd. (1896, 2 Ch. 245). 

Held that a Company can declare a Dividend out 
of current Profits, without making good Depreciation 
of Fixed Assets. 

This Company made a Profit for the year ending 
30th June, 1894, of £5,810 12s. 0d., before making any 
provision for Depreciation in respect of the value of 
the leases, goodwill, or plant. Depreciation had been 
provided on these assets to a considerable extent in 
earlier years, but no provision was made during the 
year in question. A resolution was passed by the 
Company to distribute the above-mentioned Profit in 
payment of Dividend to the Preference Shareholders. 
This action was taken on behalf of the Ordinary 
Shareholders to restrain the Directors from giving 
effect to the resolution, on the ground that until the 
Joss of Capital had been made good no dividends ought 
to be paid. 

Stirling, J., in the course of his .Judgment, refusing 

the injunction asked for, said: — 

* 

“Clause 117 of the Company's Articles of Association piovidos 
that ‘no dividend shall he payable except out of the profits arising 
out of the business of the Company.’ What are these profits 1 
Apart from tin use of the word ‘ profits ’ in clause 117, there is 
nothing in the \rticles to show that the capital of the Company (or, 
rather, assets of the value of those acquired by the Company at its 
formation) must he kept up. Further, the Articles appear to con- 
template ‘ profits ’ as the excess ot receipts over all expenditure properly 
attributable to the year. It m necessary, however, to consider whether 
the depreciation in goodwill and leaseholds is to bo treated as loss 
of ‘fixed’ capital or of ‘floating’ or ‘ circulating ’ capital, and on 
this point I am of opinion that it is to be treated as loss of ‘ fixed ’ 
capital. It very closely resembles the loss which a railway company 
may be said to suffer if it be found that their line, which was made, 
say, ten years ago at a certain cost, could now be made at a much 
smaller cost. Having regard to the remarks of Lindley, L. J., in 

v, tfeuohatel Asphalte Company (supra) I think that the ttalandb 
Sheet cannot be impeached simply because it does not charge any- 
thing against revenue in respect of goodwill. I feel much more doubt 
whether £200 is a sufficient sum to allow in respect of depreciation 
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of leaseholds, but I do not think under the circumstances that a caste 
has been made out for an injunction.” 


(5) Dovey v. Gory (National Bank of Wales case, 1901, 
A.C. 477). 

Held that a Director, if lie acts bond fuk, is entitled 
to rely on the officers of the Company to prepare true 
and honest accouuts. 

This was an appeal from the decision of the Court 
of Appeal. It was sought to make the Director liable 
in respect of alleged misfeasance for paying Dividends 
out of Capital. 

Wright, J., had ordered the respondent to pay 
£54,787, being £37,000, the aggregate amount of 
Dividends paid to the Shareholders in 1887, 1888, 
1889, and part of the Dividend of 1890, and as to the 
balance, Interest at 5 per cent, per annum on each of 
the Dividends, holding that these Dividends were in 
f&ct paid out of Capital. Such Dividends had been 
paid without making proper provision for Bad Debts ; 
had these Bad Debts been written off there would 
have been no Profits available for Dividend. The 
Court of Appeal relieved the respondent of liability 
on the ground that he had been deceived by persons 
he was entitled to trust, and that the Dividends were 
not in fact paid out of Capital ; utilising for the latter 
point the arguments advanced in the Lee v. Ncuchatel 
series of cases. 

The House of Lords decided the case purely on the 
question as to whether the Director concerned was or 
was not justified in reposing confidence in the officials 
of the Company, and did not feel themselves called 
upon to deal with the question as to whether the 
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Dividends had or had not in fact been paid out of 
Capital. 

Although, however, the House of Lords did not 
actually give their decision on this point, remarks 
were made by the Lord Chancellor (Lord Halsbury) 
and Davey, L. .T., in the couise of their Judgments, 
which clearly showed that they were not at all 
inclined to agree with the deductions drawn in the 
Court of Appeal from the Lee v. Neuehatel and other 
cases ; and consequently doubts have been cast upon 
the finality of those decisions. 

The Lord Chancellor said : — 

“ If 1 assume, as 1 do, that Mi. Cory acted upon representations 
made to him which he believed, and which as coming fiom the officers 
of the Bank to whom ho was, in my judgment, justified in giving 
credit, tlie discussion of whether the dividends actually paid were 
or were not properly divisible, has no healing on Mr. Cory’s liability, 
and I am very i duet ant to give any opinion upon it, inasmuch as 
^the question may arise when it may he necessary to decide it. I 
deprecate any pietnature judgment. My Lords, 1 am, as I have 
said, very reluctant to enter into a question which ior the reasons 
I have given does not arise here, and into winch the Court of AppeaJ 
has entered at some length. The only reason why I refer to it at all, 
is lest by silence I should, be supposed to adopt a course of reasoning 
as to which I am not satisfied that it is correct, I doubt very much 
whether such questions can ever be treated in the abstract at all 
The mode and manner in which a business is carried on, and what is 
usual or the reverse, may have a considerable influence in determining 
the quostion what may be treated as profits and what is capital. Even 
the distinction between fixed and floating capital, which in an abstract 
treatise like Adam Smith’s ‘ Wealth of Nations ’ is appropriate enough, 
may with reference to a concrete case be quite inappropriate. It is 
easy to lay down as an abstract proposition that you must not pay 
dividends out of capital, but the application of that very plain pro- 
position may raise questions of the utmost difficulty in tbeir solution. 

( . . On the one hand, people put their money into a trading 

concern to give them an income, and the sudden stoppage of all divi- 
dends would send down the value of their shares to zero, and possibly 
involve it* turn. On the other haud, Companies cannot at their will 
and without the precautions enforced by the statute reduce their 
capital ; but what are profits and what is capital may be a difficult 
and sometimes an almost impossible problem to solve* When the 
time comes that these questions come before us in a concrete ease 
we must deal with them* but un$ they do, I, for one, decline to 
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express an opinion not called foi by the particular facts betoic us, 
and I am the moie aveifct to doing so because I foiesee that many 
matters will have to bo considtud by men ot business which aie not 
altogether familiar to a Oouil ot L iv\ 

Davey, L. J., baid : - 

“I dcsnc to express my elisMiit iiom some piopositions of law 
which were ltid down in the t omt oi \ppt il md u])on which yoiu 
Lordships thought it n rt ht to In a the lb spomlcnt s Counsel The 
learned Judges bum to hu< thought tbit \ Joint stoik ( ompanv, 
incorporated undu the (omp lines \its nny wnte off to oipilal, 
losses lncumd in piovions y< as md nn\ m any subsc epic nt year, 
it the receipts ioi tint yc u exceed the outgoings pi\ divide rule out 
of such excess without miking up tlu ( ipital Account 11 this 
proposition l>e well ioundi d it ippe un to me tint i Company whose 
capital is not icpi< sente d by iv ul ibh ism is need iicwt tioublc itself 
to reduce its cnpifil with the le i\c of the (unit and subject to the 
other conditions imposed by the \<t ot 1S77, m orelei to enable itself 
to piy dividends out oi euiient iimpts M> Leads it may be that 
I hvve misippichendc d the stile incut of 1 iw intended to be mado 
by the le irncd Judge s in the ( ourt ot Appe il 1 think tint is possible, 
because I find that m T ernn \ (umial and ( omnunud Jnvtstnunt 
Trust (1894, 2 111 124), Pcilnps lead 1 melle \ siys, the shortest 
way of expiessmg the distmetiem which I un ende uouimg to explain 
is to say tint fixed e ipil il liny be sunk oi lost and yet tint the 
excess oi eunent iiccipts o\ei euiient piyments may be divided,, 
but that floating or ciieuliting i ipit il must be kept up, as otherwise 
it will enter into aid form pul e>l sueli exeess m which e ise to divide 
such excess without deducting the e ipit d winch loims put oi if will 
be eontrar> to liw I lcseixe m\ opinion is to the effect of an actual 
and ascertained loss oi put >i tlu < ompmv s fixed e ipital 
But, biibjcd to this obsen itiou 1 think tint the statement of law 
in the pissige 1 hue quoted is not open to objection, md it is only 
because the leaned Judge tppe ns to im to line deputed iiom it 
in his pidginc nt m the pie sent < is» tint I line troubled youi Lordships 
with thobo lcmaiks ’ 

(6) Bond v. Bartow HamatiU Sial Co. 9 Ltd, (1902, 

1 Oh. 358). 

Held that wheie the Ai tides give powei to put to 
Reserve befoie the payment of a dividend, Prefeicnce 
Shareholders cannot compel Directors to declare a 
Dividend without making such Reserves as they con- 
sider necessary. 

The Profit And Loss Account of this Company for 
the year 1900 showed a balance of £157,606 12s. lid,, 
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which was provisionally carried forward. No depre- 
ciation had been written off the amounts at debit of 
land, buildings, works, fixed plant, and mining leases 
for* some years, and on a revaluation being made it 
appeared that a considerable loss had been sustained, 
and application was made to the Court for reduction 
of Capital. This was dismissed on the ground that 
the alleged loss was not proved to the satisfaction of 
the Court, and an action was subsequently taken by 
certain Preference Shareholders to compel the Company 
to pay their Dividends out of the credit balance on 
Profit and Loss Aecoun , without making good the 
loss stated to have been sustained. 

Farwell, »J., gave Judgment for the Company, on 
the ground that the Preference Shareholders could not 
compel Directors to declare a Dividend without making 
such Reserves as they considered necessary, but ho 
added some further remarks on the question of the 
application of the Lee v. Ncuchatrf series of cases, 
which are of some importance. 

He said : 

44 II has been pioved to satisfaction . . . that the 

Company has sustained an actual ascertained and ieahsed loss o t 
capital to an amount exceeding 1200,000, and has also lost capital by 
estimate and valuation to an amount exceeding £50,000 The various 
sums claimed by the plaintiffs as available to pay their dividends 
amount to about £240,000 it, theielore, these asocitamed and. 
estimated losses have to be made good betoie any dividend can propoiiy 
be paid, thoie aio obviously no lunds out of which to pay dividends. 
Tho defendants allege and the plaintiffs deny that the Company are 
bound to make good these losses betore paying any dividend. The 
question is one ol veiy considerable dithculty on the authorities, but 
the result of these authorities is, m my opinion, that there is no hard 
and fast rule by which the Court can determine what is capital and 
what is profit. . . . The real question for determination, therefore, 
ig whether there are profits available for distribution, and this is to 
be answered according to the circumstances of each particular eases 
the nature of the Company, and the evidence of competent witnesses. 

, . , Now in the present case the £200,000 realised loss arises by 
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the surrender of the leases of certain mines, by the pulling down of 
certain furnaces, and on the sale ot certain cottages. The Company 
is a smelting Company on a very large scale, and for the convenience 
of its works and by way of economy they acquired the leases of the 
surrendered mines in order to supply themselves with their own ore 
instead of buying it as required. The ore was used exclusively for 
the purposes of the Company’s works. The mines were drowned 
out and the cost of pumping them out was prohibitive. The Company, 
therefore, surrendered the leases, pulled down the blast furnaces, and 
sold the cottages connected therewith. 'Now the evidence before me 
is all on one side. The Plaintiffs called none, and Sir David Dale 
and the Defendants’ other witnesses all agree that in a Company of 
this nature these items ought to come into the account Indore any 
profit can bo said to be earned, and my own opinion coincides with 
theirs, inasmuch as I think that the money invested m those items 
is properly regarded in this Company as circulating capital. Suppose 
the Company had bought enormous stocks oi ore sufficient to last 
for ten years, it could hardly be said that the true value ot so much 
of this as remained from time to time ought not to be brought into 
the Balance Sheet, and 1 can see no difference lor the purpose of the 
account between ore in situ and ore so bought in advance. The blast 
furnaces and cottages are mere accessories to the ore, and resemble 
a building lor burning the stores bought in advance already mentioned. 
There is more difficulty about the remaining £30,000. I think that the 
onus is on the Plaintiff to show that it is lixed capital, and that 
in a Company of this nature such ff\ed capital may be sunk or lost. 
They have not done this, and the evidence, so iar as it goes, is the 
other way. But this is not an actual lov>, but depreciation by estimate. 
The Plaintiffs really relied on Lee v. yeuchatel As ph a lie Company 
as an authority for this proposition as a universal negative — viz., 
‘that, no Company owning wasting property, need ever create a Depre- 
ciation Fund.’ In my opinion that is not. the true lesult oi the decision. 
It must be remembered that in that ease there had been no loss of 
assets. The Company’s assets were larger than at its formation, 
and the Court decided nothing more than the particular proposition 
that some Companies with wasting assets need have no Depreciation 
Fund. For instance, 1 cannot think that it would be right for the 
Defendant Company to purchase out ot capital the last two or three 
years of a valuable patent and distribute the whole of the receipts 
in respect thereof as profits, without replacing the capital expended 
in purchase. It is for the Court to determine in each case on evidence 
whether the particular Company ought, or ought not, to have such a 
fund. There is no doubt as to the opinion of the witnesses in this 
case, and further, the opinion of the Directors cannot be altogether 
disregarded. The Courts have, no doubt in many cases, overruled 
Directors who proposed to pay dividends, but 1 am not aware of any 
.case in which the Court has compelled them to pay when they have 
Expressed their opinion that the state of the accounts do not admit 
of any such payment. In a matter depending on evidence and expert 
opinion it would be a very strong measure for the Court to override 
the Directors in such a manner.” 
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(7) Ammonia Soda Co. v. Chamberlain , 1918 (L.J. 87, 
Ch. 193). 

Held that it is not necessarily illegal for Directors 
of a Company to pay dividends out of the profits of 
the Company during a current year without making 
good existing deficiencies in paid-up capital, or without 
writing off a debit to the Company’s Profit and Loss 
Account, occasioned by losses in previous years. 

The Profit and Loss Account of this Company in 
the year 1911 showed a debit balance of £19,028. 
This amount arose by debiting to that Account at a 
time when the Compam’s gross trading profit was 
insufficient to provide for the purpose certain sums 
for depreciation of buildings, plant and machinery, 
and also for Directors’ fees and mortgage and debenture 
interest. 

In 1908, a boring made by the Company to reach 
’water for use in the Company’s works, failed in that 
purpose, but showed a now bed of rocksalt, of a thick- 
ness of about 066 feet , which was previously unknown. 
This discovery was considered to increase the value 
of the Company’s pioperty, and the Directors obtained 
a report from two of their number which advised that 
their land should be valued at the increased figure of 
£79,166, and its value was raised in the Balance Sheet 
of July, 31st 1911, from £63.246 to £83,788 by the 
addition of a sum of C20,542. This sum was credited 
to a JResorve Account and used to cancel £12,990 of 
the debit of £19,028 in the Profit and Loss Account, 
the remainder being written off out of net profits. 
For the thirteen months ending January 31, 1912, 
the net profit made by the Company was £13,030* 
$nd for the twelve months ending January 31, 1913, 
£16,669, From September, 1912, to April, 1916* 
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dividends amounting to £13,116 were paid on the 
preference shares of the Company. In so far as these 
dividends were paid before providing for the £12,990, 
the proportion of the debit balance on the Profit and 
Loss Account referred to above, it was claimed that 
they were paid out of capital and that the Directors 
were liable to repay the same. ’ The Court of Appeal 
held that the revaluation of the property was bond fide 
and that the Directors were not liable to refund any 
of the dividends. The facts were not, in any way, 
concealed from the Shareholders and the treatment 
adopted had been clearly drawn to their attention by 
the Auditors in their report. 

In the course of his judgment, Swinfen Eady, L.J., 
said : — 


“ The plaiutifts contend that, although net profits were earned 
during the period they were not available for dividend, and cannot 
really be considered ‘ profits,’ as in tin* earlier period of the Company’s t 
history, a loss had been incurred, and they contend that until such loss 
has been first made good there cannot be any profits in the real true 
sense of the word. In my judgment, this argument is unsound and 
has been exposed again and again. The Companies Acts do not imposo 
any obligation upon a limited company, nor does the law require it, 
that it shall not distribute as dividend the clear net profit of its trading 
unless its paid-up capital is intact, or until it has made good all losses 
incurred in previous years ... * Counsel for the appellants 

invited the Court to lay down that wherever there was a debit to the 
Profit and Loss Account, irrespective of the way in which it arose, of 
the stage in the Company’s operations, and of the nature and business 
of the Company, it was illegal to divide profits subsequently earned 
without first writing olf out of those profits the amount of the debit. 
To do so would be to fall into the error which Lord Macnaghten pointed 
out should be avoided, and would only serve to harass and embarrass 
business men, and impose upon companies a burden which Parliament 
has abstained from casting upon them. The Directors in this case 
wet© of opinion that no capital had been really lost, and they were of 
opinion that the value of the land and works as a going concern had 
b©en in crea s ed , as a result of their boring and exploratory work, to a 

co nsi derably greater amount than £19,028 The result of 

iilereasing the value at which the land stood was to give a credit which 
wctttia have enabled the debit of £19,028 to be written off. Part of it 
W, however, actually written off out of subsequent net profits. Now, ' 
tUi debit consisted in part' of a nominal depreciation in the fixed 'assets:, 
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of the Company, buildings, plant and machinery, and as regards the 
balance, it consisted of sums paid out of the subscribed capital of the 
Company for mortgage and debenture interest, and Directors’ foQS, 
there not being sufficient trading profits to provide these amounts. 
The transaction was carried out with the full approval of the 
Shareholders in General Meeting, and in all honesty and good faith. 
The dividends complained of, paid out of not earnings in the subsequent 
years, were not paid out of capital, but out of profits, and the defendants 
are, in my opinion, under no liability whatever to icpay the same, or 
any part ” 

Warrington, L.J., said : - 

“There is, however, one accepted restriction on the powers of 
companies incoi pointed under the Companies Acts, namely, that they 
must not, under the guise of dividends or in any other way, return to 
their Shareholders money subscribed for their shares, unless it be with 
the sanction of the Court under the appropriate statutory provisions. 
It has been asserted in this case, not tor the first time, that there is a 
further restriction -suggested to be a corollary ol the rule 1 have just 
mentioned which would make it illegal for a company to pay dividends 
out of the profits of a current year, unless it first makes good deficiencies 
in paid-up capital occasioned by losses in previous years ; or, to put 
the contention in a broaden lurm, no dividends can properly lie paid out 
of profits so long as there are losses previously inclined and not made 
good. In my opinion this alleged restriction has no ionndation in law. 
, . . . I am, of course, far from saying that m all such cases 

dividends can properly be paid without making good the previous loss ; 
the nature of the business and the amount of tlie loss may bo such that 
no honest and reasonable man of business would think of paying 
dividends without proving for it. In such a case, I apprehend the 
Court would take the view that a payment which no honest and 
reasonable man of business would think it right to make could not 
properly be made by Directors.’' 

(b) Legal Decisions considered. 

The authority of the Judgments of the Court of 
Appeal in the Lee v. Neuchaiel series of decisions was 
regarded as somewhat shaken by the remarks of Lord 
Halsbury and Lord Davey in the House of Lords 
Appeal in Dovey v. Gory, quoted above ; and the 
remarks of Farwell, J., in the Bond v. Barrow Haematite 
case further indicate that these decisions must be 
taken as applying to the specific cases concerned, and 
* that in future each, case must be taken in connection 
with the particular circumstances' surrounding it. 
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In the case of Ammonia Soda Co. v. Chamberlain , the 
Court of Appeal strongly confirmed the principles 
laid down by its predecessors in the Lee v. Neuchatel 
series of cases, and clearly indicated that if those were 
to be disturbed, it must be done bv sonic higher Court 
than the Court of Appeal. 

Accordingly it becomes a matter of some difficulty 
to attempt to summarise the legal position as regards 
the necessity of providing Depreciation in respect of 
Fixed or Wasling Assets. 

Before considering as to how tar it is wise to rely 
upon the authority of the judgments in actual practice, 
it is desirable to note the financial distinction between 
the result of the Judgment in the Neuchatel case, 
and that in the Verrur case. The latter followed the 
former from a legal point ot view, but the financial 
position of a Trust Company is fundamentally different 
from that of a Mining Company, although the Court 
took no cognisance of this distinction. 

In the Neuchatel case the principal property of the 
Company consisted of a leasehold Mine, which was 
gradually exhausted in the process of earning income. 
The Capital contributed by the Shareholders was sunk 
ill acquiring this particular property, and the question 
was whether it was necessary to make good the waste 
before distributing a Dividend out of the excess of 
current income over current expenditure. The Articles 
of the Company gave power to distribute Dividends 
without so making good, and from the Judgment of 
the Court, and subsequent decisions, it is clear that 
this Article was not regarded as ultra vires the Com- 
panies Acts. The contention, therefore, that any 
' Company in similar circumstances desiring to aot in 

this manner must first have power .under its Articles 

‘ 



372 


PRACTICAL AUDITING. 


[Chap. X. 


to do so falls to the ground, since had the Neuchatel 
Company’s Article been ultra vires it could have 
afforded no authority to the Company to distribute 
Dividends without providing for the Depreciation. 

In the case of a Company formed for the express 
purpose of working a leasehold mine, it is probable 
that the Shareholders of the Company would expect 
it to go into liquidation on the exhaustion of its 
principal asset. If this were so, assuming that the 
Development Account were properly treated, and a 
sufficient balance of working capital maintained, the 
moneys retained out of profits representing any further 
provision for Depreciation could not be utilised by 
the Company, but would necessarily have to be in- 
vested in outside securities. These investments would 
gradually accumulate, and if the calculations on which 
the Depreciation was based were correct, on the final 
exhaustion of the asset the Company would be in 
possession of funds sufficient to pay back in full to the 
Shareholders the nominal value of Capital contributed 
by them. Though* this may be considered as theo- 
retically desirable, Shareholders might not necessarily 
desire this course to be taken, but might prefer to 
receive larger dividends during the life of the mine.'Jp 
In a case of this sort, where the Company is expected 
to wind up on the exhaustion of its principal asset, the 
matter becomes one of policy, and there would seem to 
be no reason, financial or otherwise, why the general 
body of Shareholders should not receive the bulk of 
their proportion of Capital by way of dividends, should 
they desire to do so. 


The Verner case, however, although it was decided 
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The Company was a Trust Company, and the 
investments had very largely depreciated. Although 
the Court held that the » investments of a Trust 
Company are to be regarded as Fixed Assets, they 
cannot be called Wasting Assets, and therefore are • 
not in the same category as a leasehold mine or a 
cemetery. 

■ The Shareholders of a Trust Company do not 
anticipate that the securities in which the bulk of 
their Capital has been invested are assets of a wasting 
nature. The Company is not expected to wind up 
Within any definable period ; and no doubt the majority 
of the Shareholders would expect their Capital to be 
returned to them in full on liquidation. On the other 
hand, shareholders in companies of this nature, rely 
upon obtaining regular income, and to be deprived of 
dividends for a long period while capital loss is made 
good, would prove a tremendous hardship in many cases. * 
The experience of the war has shown that in practice 
this is not regarded as necessary, and all the Trust 
Companies have continued to pay somewhat reduced 
dividends, without making good the great depreciation 
in their securities occasioned by the war. 

$ This case, therefore, cannot be regarded as similar 
to the Neuchatel case from a financial point of view, 
notwithstanding the fact that the Court treated the 
question of ^Depreciation in the same manner. Lindley, 
L. J., said that although a proceeding might be per- 
fectly legal, it might be opposed to sound commercial 
S principles, but that the Court had only to consider 
the .legality or illegality of the Company’s action. 

* The same Judge made some important remarks on 
; ';the distinction between “ Fixed ” and “ Floating ” 
when he said that “ Fixed ” Capital might be 
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sunk and lost, and yet the excess of current receipts 
over current payments might be divided, but that 
“Floating” or “ (Circulating ” Capital must be kept 
up, as otherwise it will enter into and form part of 
such excess, in which case, to divide such excess 
without deducting the Capital which forms part of it, 
will be contrary to Law. 

The terms “ Fixed ” and “ Floating ” or “ Cir- 
culating ” Capital here used are equivalent to that 
portion of the ( 'apital represented by “ Fixed ” or 
“ Floating ” Assets. 

From the remarks ol Lindley, L. J., in both the 
Neuchatel and Venter cases it is clear that the Court 
will protect the interests of creditors and that even in a 
case where it may not be necessary to make good 
depreciation on wasting assets before paying a dividend 
sufficient assets must be retained to pay the company’s 
* debts and liabilities. 

In W timer v. McNamara <V Co., Ltd. (supra) the 
Court followed the Neuchatel case, Stirling, J., stating 
that Depreciation <sf goodwill and leaseholds was in 
his opinion to be treated as a loss of “ Fixed ” Capital, 
and accordingly it was not obligatory on the Company 
to provide for such loss out of revenue before paying 
any dividend. Some doubt, however, was expressed by 
him with reference to the adequacy of the provision 
made for the Depreciation of the leaseholds, and it 
would seem prudent to regard such provision as 
necessary in ordinary cases. 

As already indicated doubt has been thrown upon , 
this series of decisions by the remarks of the Law 
Lords in Dtrvey v. Cory (supra). The Court of Appeal 
in the National Bank of Wales case had implied by 
their judgment that t|ie payment of dividends without 
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making provision for bad debts was not equivalent 
to paying dividends out of Capital, and although the 
House of Lords was not required to express an opinion 
bn this point, the Lord Chancellor stated the only 
reason why he referred to it at all was lest by silence 
he should be supposed to adopt a course of reasoning 
as to which he was not satisfied that it was correct. 
He doubted whether such a question could ever be 
treated in the abstract at all, and expressed his opinion 
that distinction between “ Fixed ” and “ Floating ” 
Capital might be appropriate enough in an abstract 
treatise but might be quite inappropriate with reference 
to a concrete case. His remarks clearly indicate that 
the House ot Lords held their opinion on these matters 
in suspense, and did not desire it to be thought that 
they necessarily upheld the opinions expressed by the 
Court of Appeal in the Lu v. N( uchalel series of 
cases. 

In the same case Davcy, L. J., expressed his dissent 
still more strongly from the propositions laid down in 
the Court of Appeal. 

Tn Ammonia Soda Co. \. ChambirUvin (supra), the 
Court of Appeal took the \iew' that it was not in all 
cases necessary to make good a debit balance on the 
Profit and Loss Account befoie paying dividends out 
of current profits, but regard must be had to the way 
in which such debit balance has been arrived at, the 
Stage of the Company’s operations, and to all the facts 
of the case. The payment of dividends out of current 
profits without making good prior losses is not 
necessarily the payment of dividends out of capital. 
JGt is clear, however, that each case must still be con- 
sidered on its merits, and it is very difficult to lay 
down any fixed rule. 
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Tn Bond v. Barrow Hwmalite Steel Company (supra), 
the Company had sustained an actual ascertained and 
realised loss exceeding £200,000, and a further estimated 
loss exceeding £50,000. Had these losses been written 
off no dividend could have been paid. 

Farwell, J., said that the question was one of very 
considerable difficulty* on the authorities, but in his 
opinion the result of these authorities was that there 
was no hard-and-fast rule by which the Court could 
determine what is Capital and what is Profit The 
loss in this case arose in connection with certain assets 
which had been acquired ,'n order to enable the Com- 
pany to produce its own ore instead of purchasing ore 
in the market, and the Court held that such expenditure 
was equivalent to expenditure on large stocks of ore 
bought in advance, and as such, any loss arising thereon 
should be treated as a loss of Circulating Capital, which 
ought to be made good before paying a Di\idend. ft 
is apparent, therefore, that the classification of Assets 
in any particular case as between “ Fixed ” and 
“ Floating ” is a question of fact which will be decided 
by the Court, having regard to all the circumstances, 
and to the opinions of experts and business men, and 
further that the Courts are strongly disinclined to lay 
down any general rule on the subject. 

As regards the question of Depreciation on fixed 
Assots similar remarks apply. 

Farwell, .1., said in the case quoted above, that 
the Neuckatel case was no authority for the proposition 
that no Company owning “ wasting ” property need 
ever create a Depreciation Fund. In his opinion the 
Court decided nothing more than that some Companies 
with Wasting ” Assets need have no Depreciation 
Fund. It was for the Court to determine in each ease 
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on evidence whether the particular Company ought 
or ought not to have such a fund. 

In this connection the decision of the Scotch Courts 
in Cox v. Edinburgh d * Dial riel Tram uni /s Co. (“ Glasgow 
Herald,” 17 June, 1898) may he noted. The Company 
had incurred a lieaxy loss in converting their system 
from horse to mechanical traction, and the Court held 
that such loss need not be made good before the 
payment of a Dividend, on the ground that it might 
be assumed that the additional expenditure enhanced 
the value of the undertaking as a whole. 

The legal position as regards Depreciation may 
therefore be summarised as follows : — 

(1) Depreciation on “Floating” Assets must be 
made good before the payment of a Dividend. 
( Verner v. General and Commercial Investment 
Trust , Ltd. ; Bond v. Hat tow Haematite Steel Co.) 

(2) Depreciation on “ Fixed ” or “ Wasting ” Assets 
need not necessarily he made good before the 
payment of a Dividend, though sufficient assets 
must be retained to pay liabilities (Lee v. 
Neuchatel Asphalte Co., Ltd.; Holton v. The 
Natal Land Co.; Verner \. General and Com- 
mercial Investment Tiust; W timer v. McNamara 
& Co.); hut as to whether such provision is 
necessary or not is a question of fact to be 
determined by the Court, having regard to the 
circumstances of each particular case and the 
Memorandum and Articles of the Company 
concerned. (Docey v. Cory; Bond v. Barrow 
Haematite Steel Company.) 

The Auditor should therefore consider each case 
in practice according to the circumstances, and where 
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loss of fixed assets has not been written off he should 
report the fact to the Shareholders. Where, by not 
making such provision, the financial position of the 
Company is likely to be seriously affected, and its 
creditors prejudiced, he should draw the attention of 
the Directors and the Shareholders to this point of view, 
and recommend that the necessary provision should be 
made. Where the omission to provide Depreciation 
will only ultimately affect the Shareholders when the 
Company is wound up, the matter is more of a domestic 
nature for the Shareholders themselves to decide, and 
as long as the Auditor plac Q s them in possession of the 
facts, he will have absolved himself from any 
responsibility in connection with the matter. 


§ .*?. — Capital Profits. 

" The question as to whether Capital Profits are 
available for the payment of Dividends, and if so, 
under what circumstances, is a particularly important 
one, and there have .been two cases decided which will 
now be summarised, and from which it will be possible 
to draw some general conclusions. 

(a) Legal Decisions. 

(1 ) Lubbock v. The British Bank of South America (1892, 
2 Ch. 198). 

Held that a profit made on the sale of a part of the 
undertaking of a Company is available for Dividend, 
if the Articles so permit. 

This Cojnpany, under the name of the English Bank 
of Rio de Janeiro, had sold to another bank its goodwill 
apid property in Brazil for a sum of £875,000, agreeing, 
Upon the payrffent of that sum, to discontinue the 
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use of its name, and to adopt a name not indicating 
a bank doing business in Brazil, and also contract- 
ing to refrain from carrying on business in Brazil. 
Subsequently this restraint was released on payment 
by the defendant bank of £7.5,000 ; and the £205,000 
which it was proposed to distribute consisted of the 
original consideration for the Brazilian business, less 
the paid-up Capital of the Company (£500,000), 
together with the £7.5,000 lef erred to above, and 
sundry other payments, for outgoings and compensa- 
tions in reference to the sale ot the Biazilian Bank. 

Chi tty, J., held that the £205,000 was plainly profit 
on Capital, and not part of the Capital itself, for that 
sum was the surplus ascertained after the liabilities 
and Capital were placed on one side of the account 
and the assets on the other. Under the Articles of 
the Company the Directors were justitied in carrying 
over the £205,000 to a Profit and Loss Account ; and 
having appropriated to the Reserve Fund so much of 
the sum as they thought fit, they could distribute the 
remainder as Dividends after aij ordinary Meeting, 
called in pursuance of the Vi tides, had passed the 
requisite resolution. 

(2) Foster v. The New Trinidad Lake A^phalte Company, 

Ltd. (1901, 1 Ch. 208). 

Held that a realised appreciation in the value of a 
book debt taken over by a Company at its formation 
is not profit available for Dividend, unless such surplus 
remains after a revaluation of the whole of the assets. 

This Company at its formation had taken over 
amongst other assets a debt of $100,000, secured by 
Promissory Notes. This debt was not then regarded 
as of any value, but subsequently it Was .paid in full. 
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together with interest accrued, realising £26,258 16s. 
As no value was placed on this asset in the Company’s 
books, the amount received was treated as a profit, 
arid it was proposed by the Directors to regard the 
■same as available for Dividend, and to distribute it 
'accordingly, without taking into account any decrease 
in the value of other assets. 

Byrne, J., in the course of his Judgment restraining 
the distribution, said : — 

“ It appears to mo that the amount in question is primd facie 
capital, and that I have no evidence which would justify me in 
saying that it lias changed its character because it has turned out 
to bo of greater value than had been expected. ... I must not, 
however, bo understood as determining that this sum or a portion 
of it may not properly be brought into Profit and Loss Account or 
be taken into account in ascertaining the amount available for dividend. 
That appears to me to depend upon the result of the whole account 
for the year. If is clear I think, that an appreciation in total value 
of capital assets, if duly realised by sale or getting in of some portion 
of such assets, may in a proper case be treated as available for purposes 
, of dividend. This, I think, is involved in the decision in the case 
of Lubbock v. British Bank of South America (1892, 2 Ch. 198), cited 
with approval by Lord Lindley in Verner v. General and Commercial 
Investment Trust (1894, 2 Ch. 239, at page 265), where he says 
‘Moreover, when it is said and said truly, that dividends are not to 
be paid out. of capital flic; word ‘ capital ’ means the money subscribed 
pursuant to the Memorandum of Association, or what is represented 
by that money. Accretions to that capital may be realised and turned 
into money, w T hich may be divided amongst the Shareholders, as was 
decided in Lubbock v. British Bank of South America .’ If. I rightly 
appreciate the true effect of the decisions, the question of what is 
profit available for dividend depends upon the result of the whole 
accounts fairly taken for the year, capital, as well as profit and loss, 
v and although dividends may be paid out of earned profits, improper 
cases, although there has been a depreciation of capital, I do not 
think that a realised accretion to the estimated value of one item 
of the capital assets can be deemed to be profit divisible amongst 
' the Shareholders without reference to the result of the whole accounts 
fairly taken. 0 

(b) Legal Decisions considered, , ^ 

From a consideration of the above cases taken in 
conjunction with one another, it may be said that 

1 not avftikbJ© for dividend; 
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(1) The Articles of Association permit such distri- 
bution ; 

(2) The surplus is realised ; and 

(3) Such surplus remains after a proper valuation 
of the whole of the assets has been fairly taken. 

In the New Trinidad case the Company was not 
apparently prepared to revalue the whole of their 
assets ; had they been willing to do so, and had they 
been able to prove to the satisfaction of the Court that 
a Capital Profit was finally shown, there is no doubt 
but that the Court would have permitted such profit 
to be distributed in dividend. 

Where exjK'ndit ure of a Capital nature has been 
charged to Revenue, a Company can subsequently 
recoup the Revenue Account out of Capital ; and 
the same procedure can be followed where an estimated 
loss on Capital Account has been charged to Revenue, 
but the assets have subsequently appreciated. ( Mills 
v. Norlhern Rhj. of line nos Ayres Co., 1870, 5 Ch. 021 ; 
Bishop v. Smyrna and Ca^setbet illy. Co. (No. 2), 1895, 
2 Ch. 596.) 

Capital profit arising on a bona fide revaluation of 
fixed assets can be utilised to write off a debit balance 
on the Profit and Loss Account arising in prior periods, 
thus enabling dividends to be paid out of current 
profits. (Ammonia Soda Co. v. Chamberlain, 1918, 
L.J. 87, Ch. 193.) 

§ 1. — Divisible Profits. 

Paving regard to the fact that the legal decisions 
which have been given on the question of Divisible 
Profits depend to a very large extent on the circum- 
stances of each particular case, it is somewhat hazar- 
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dous to attempt to lay down in general terms any 
deiinition of Divisible Profits. From the Auditor’s 
point of view, however, it is desirable that some general 
rule should be formulated. Subject therefore to the 
qualifications above-mentioned and to the Memorandum 
aud Articles of the Company concerned, the Divisible 
Profits of a Company may be said to be : — 

(1) The excess ol current Income over current 
Expenditure alter making good depreciation on 
floating assets and retaining sufficient funds to 
pay liabilities, but without necessarily in all 
cases taking into account depreciation on fixed 
assets. 

(2) Capital Profits may be divisible if they are 
realised and a surplus remains after making 
good any Capital losses, and if it is within t*he 
powers of the Company to distribute such 
Capital Profits. 

(3) Revenue losses must be made good before Profits 
can be distributed, and Capital losses must-be 
made good before Capital Profits can be dis- 
tributed ; but Capital losses need not necessarily 
be made good before Revenue Profits are dis- 
tributed. 

It is not, howevei, necessarily illegal for dividends 
to bo paid out of current profits without making good 
oxisting deficiencies in paid-up capital, or without 
writing off a debit on the Company’s Profit and Loss 
Account occasioned by loss in previous years. 


§ 5.— Dividends. 

„The Divisible Profits of a Company having been 
considered, there remain a number of points which 
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require to be dealt with in connection with the declara- 
tion and payment of Dividends. 

(a) Interim Dividends. 

Under clause 96 of Table “ A,” the Directors may 
from time to time pay to the Members such Interim 
Dividends as appear to the Directors to be justified by 
the profits of the Company and where this Table 
applies, or the operation of this clause is not excluded, 
the Directors will have this power. Under the original 
Table “A,” no power is given to pay Interim Dividends, 
and Companies continuing to work thereunder cannot, 
therefore, pay such Dividends except a resolution be 
passed at an Extraordinary (General Meeting for that 
purpose. Most Companies having Articles of their 
own, are empowered to pa\ Interim Dividends. 

The question as to whether a Company is justified 
in paying an Interim Dividend, and, if so, to what 
extent, is a most important one, and the advice of the 
Auditor is frequently asked for. In such circum- 
stances, he should suggest that Interim Accounts be 
prepared for the purpose of ascertaining what profits 
have been made. Many Companies have half-yearly 
accounts prepared for this reason. Assuming such 
Accounts have been prepared, and a profit is shown 
after making all the necessary adjustments and proper 
Reserves for Depreciation, Bad Debts, See., the question 
will arise as to what proportion of such profit can be 
applied in payment of an Interim Dividend. Certain 
considerations must be taken into account before the 
decision as to the rate of Dividend to be paid can be 
arrived at. Where the Dividend is in respect of Prefer- 
ence Shares, the Dividends on which are expressed to 
be payable half-yearly, and there is ample margin, pf 
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profit, the full half-yearly Dividend may be paid ; 
but in the case of Ordinary Shares, it is advisable 
that the Interim Dividend should be declared at a 
considerably lower rate than the estimated Dividend 
for the whole year. The payment of an Interim 
Dividend at a higher rate thin the final Dividend 
is not usual in commercial practice, and the declaration 
of the final Dividend at a lower rate than the Interim 
Dividend generally results in a reduction in the market 
value of the Company's Shares. 

It must be remembered that an Interim Dividend 
is only a payment on acc nint of the whole Dividend 
for the year and, consequently, if an Interim Dividend 
is declared in respect of profits earned during a portion 
of the year, and during the remainder of the year a 
loss is made, resulting in a loss on the whole year, 
the Interim Dividend will have been paid out of 
Capital. 

The general conditions and prospects of the trade 
carried on by the Company must, therefore, be taken 
into account in this connection. The financial aspect 
of the matter also requires consideration. If the 
liquid position of the Company is not strong, and the 
whole of the funds in hand arc required for carrying 
on the business, it is not advisable to reduce the 
resources by distributing an Interim Dividend, but 
this general principle may be subject to special con- 
siderations which will be referred to subsequently. 

In the case of a Company carrying on business of a 
regular and stable nature, where the rate of gross 
profit earned is subject to little, if any, variation, it 
may be possible to arrive at a sufficiently accurate 
estimate of the profits without taking stock or preparing 
completed accounts. The gross profit for the period 
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can be estimated by calculating the average percentage 
of gross profit on the turnover earned in previous years ; 
and the actual expenses incurred by the Company 
can be ascertained from the Impersonal Ledger. After 
all the necessary allowances have been made for out- 
standings, reserves, &c., the net profit can be estimated 
with sufficient accuracy, although in such eases more 
margin should be allowed in fixing the rate of Dividend 
than when actual accounts have been prepared. 

It is sometimes thought by persons unacquainted 
with the fundamental principles of account, that if 
there is a considerable Cash balance, this fact is in 
itself sufficient to justify the payment of an Interim 
Dividend, and that the preparation of a Receipts and 
Payments Account is an adequate substitute for an 
interim Profit and Loss Account. This idea is entirely 
fallacious, and, if acted upon, might easily result in 
the Dividend being paid out of Capital. 

The Receipts and Payments Account might include 
receipts on account of Capital or Loans, the proceeds 
of which have not yet been expended, with the result 
that a large balance remains in hand ; 01, on the other 
hand, considerable Capital payments might have been 
made with the result that the balance in hand might 
be less, rather than more, than the actual Profit earned. 

No account is taken of fluctuation in cho amounts 
of stock, debtors or credit ors. St ock and debtors might 
be materially less than at the commencement of the 
period, and, consequently, the Cash balance might be 
increased, or the creditors might be greater, with a 
similar result ; in neither case might any profit have 
Ijeen earned. No account is taken of the Reserves 
necessary for bad debts, depreciation, or other losses 
which may not have arisen through cash transactions. 
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Consequently, it is quite conceivable that there might 
be a large (/ash balance, when, as a matter of fact, a 
loss has been sustained, or a small Cash balance, when 
a considerable Profit has been earned ; and, therefore, 
no reliance can bo placed upon a Receipts and 
Payments Account, for the purpose of determining 
whether or not an Interim Dividend should be paid. 

Where a Bonus was improperly declared on the 
faith of a surplus shovyn by a Bcceipts and Payments 
Account, without the preparation of a Profit and Loss 
Account and Balance Sheet, and without making due 
allowance for Outstandij >gs, the Court ordered a 
Director who had participated in the Bonus to refund 
the amount received by him. {Ranee's Case, 1871, L.R. 
6 Ch. 104.) 

(b) Final Dividends. 

The Articles usually give power for the Directors 
to declare and pay Final Dividends on Preference 
Shares, but not on Ordinary Shares, a resolution of 
the Shareholders m .General IVleetiug being required to 
authorise the latter. 

In no case should a Final Dividend be declared 
until the Accounts of the j-ear have been prepared 
and the actual divisible profits ascertained. The 
considerations which will guide the Directors in 
recommending to the Shareholders the amount of the 
Final Dividend are similar to those discussed above ; 
and it has already been pointed out that in most cases 
no Dividends can be declared unless previously recom- 
mended by the Directors, and that they usually have 
v absolute discretion as to the amount they consider it 
^advisable should be distributed, having regard to the 
actual profits earned by the Company, and to their 
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power (if any) to place to Reserve any amount they may 
think necessary before recommending tho payment of 
a Dividend. In Bond v. Barrow Hcrmatite Steel Co . 
(1902, l Oh* 358), Farwcll, J., said that the Court would 
be very reluctant to compel Directors to divide mole 
than they thought proper; and the Court will not 
compel a division of profits up to tire hilt, but regards 
it as perfectly proper and lawful for a Company to 
carry forward a portion of the year’s profits to the 
credit of next year’s 1’rofit and Loss Account. ( Burland 
v. Earle, 1902, A.C. 95.) 

When once a Dividend has been declared and 
becomes payable it is a debt, and each Shareholder is 
entitled to sue the Company for his proportion ( Severn 
<& Wye Railway Co., 1896, 1 Cli. 55!)) ; but until the 
Diuidend has actually been declared, the right to sue 
does not arise. (Bond v. Barrow Ilcnnatite Steel Co., 
1902, 1 Ch. 358.) 

Dividends declared but not paid at the date of the 
Balance Sheet must, therefore, appear as liabilities. 

The declaration of an Interim Dividend, however, 
will not of itself necessarily create a debt, and the 
Resolution may be rescinded. (Lagunas Nitrate Co. 
v. Schrceder, 1901, 85 L.T. 22.) 

Clause 98 of the present 'Fable “ A ” provides that 
subject to the rights of persons, if any, entitled to 
Shares with special rights as to Dividends, all Dividends 
shall be declared and paid according to the amounts 
paid on the Shares. Previously, unless the Articles 
provided otherwise. Dividends were payable in pro- 
portion to the nominal amount of the Shares, irre- 
spective of whether some Shares were fully paid up 
and others only partly paid up (Oak Bank Oil Co. v. 
Crum, 1883, 8 A.C. 65; Bridgwater Navigation Co., 

£it 2 
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1891, 14 A.C. 525). This principle was adopted by 
the original Table “ A,” but was not generally regarded 
as equitable, and is not followed in the present Table. 

( (e) Preference Dividends. 

The rights of Preference Shareholders to Dividends 
will be defined in the Articles, and the question as to 
I whether such Shareholders are entitled to Simple or 
l Cumulative Dividends in the absence of express 
l provisions has been considered in Chapter IX., § 2. 

■ Where the Dividends on the Preference Shares 

{ 

'depend on the profits uf each particular year only, 

• the Preference Shareholders are entitled to their 
Dividend out of the profits of any year after providing 
a proper amount for depreciation, maintenance, and 
renewals for that year, and must not be deprived of 
their dividend for the purpose of enabling the Company 
to make good amounts which in previous years should 
have been provided for maintenance, but which have 
been improperly applied in payment of Dividends. 
(Dent v. London Tramways Co., 1881, 16 Ch. 344.) 
A Company may not manipulate its accounts for the 
benefit of any particular class of Shareholders, but 
Preference Shareholders are not entitled to prevent the 
Company from applying the current profits of any 
year to making good losses incurred in previous years, 
or from making such reserves as the Directors think 
necessary under powers conferred on them by the 
; Articles ( Bond v. Barrow Hcematite Steel Co., 1902, 
■l 1 Ch. 358). * 

0) A; recent case, which is closely analogous to the 
I' above, further illustrates this point ‘ ‘ 

Jfe & A Railway Company .had issued certain Debenture)*, 

: qfc. which .w^ payable. only, out ofl^bet 
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earnings of the Company after payment of all working 
and administration expenses, and such interest was 
payable only so far as such net earnings, after the 
payment of such expenses, should extend. 

For the year in question, the Company made a 
profit, after payment of interest on prior lien debenture 
stock, of £19,247, which, added to the sum of £22,260 
brought forward from the preceding year, left a balance 
of £41,497, of which it was proposed to place £10,000 
to Reserve, and to cany forward the balance of 
£31,497, without paying any interest to the Debenture 
Holders abo\e referred to. 

Eve, J., held that the amount of £10,000 placed to 
Reserve should be treated as drawn proportionately 
from the current profits and from the previous year s 
balance carried forward. This treatment would reduce 
the current year’s profit to about £14,000, and on this 
he made an order declaring that the Company was 
entitled to set aside so much as in the opinion of the 
Directors was required for the maintenance of the 
security, and that the balance ought to be distributed 
amongst the Debenture Stockholders (Hedop v. 
Paraguay Cnitral Railway Company , Lid., 1010, 54 S.J. 
234). 


(d) Arrears of Cumulative Preference Dividends. 

Whore the Articles of a Company provide that no 
Dividend shall be paid until recommended by the 
Directors, and the Directors have power to put to 
Reserve before payment of any Dividend, arrears of 
Cumulative Preference Dividend do not become a 
liability until a resolution has been passed by the 
Directors to pay the same. The liability in respect of 
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such arrears not only depends on the fact of the Com- 
pany earning profits, but also on the Resolution of the 
Directors to pay the arrears, which is optional on their 
part. The fact that the liability is contingent upon 
an act which the Directors may or may not perform 
at their discretion has the effect of preventing such 
arrears being regarded as a contingent liability at all, 
since that phrase implies a liability which will accrue 
on the happening of some event not within the control 
of the Company or the Directors. This view is sup- 
ported by the case of Crichtons Oil Co. (1901, 2 Cli. 
184, 1902 2 Ch. 8G) ; where the rights of the Pre- 
ference Shareholders did not arise until a Dividend 
had been declared, and the Directors had omitted to 
declare a Dividend before the Company went into 
Liquidation, although there were profits which world 
have been available for the payment of such Dividend, 
with the result that it was held that the Preference 
Shareholders were not entitled to their arrears' of 
Dividend, the whole of the surplus in that ease going 
to the Ordinary Shareholders. 

If, however, the declaration of the Preference 
Dividend is not within the discretion of the Directors, 
but automatically becomes payable as soon as sufficient 
profits are earned, any arrears of Cumulative Preference 
Dividend would be a contingent liability and should 
be noted as such on the face of the Balance Sheet; 
but a provision of this sort is very uncommon, most 
Articles providing that no Dividend shall be payable 
until it has been recommended by the Directors. 

‘ * Although, therefore, such arrears are, in most cases, 
not a Contingent liability, the Balance sjieet being 
tile Balance Sheet of the Company as a whole, and 
not as affecting any particular class of Shareholders, 
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it is advisable to note on the face of the Balance 
Sheet the amount of the arrears for the information 
of all classes of Shareholders. 

(e) Dividends paid out of Capital. 

Dividends must only be paid out of Profits and 
cannot be paid out of Capital, and if the Memorandum 
or Articles of Association give power to the Company 
to do so, such power is invalid. (V(rner v. General & 
Commercial Inventin' nt Trust, Ltd., 1894, 2 Ch. 264; 
re Sharpe, 1892, 1 Ch. 154.) 

Directors who knowingly pay Dividends out of 
Capital are personally liable to make good the amount 
of such Dividends to the Company (Oxford Benefit 
Building Society, 1887, 35 Ch. I). 502; re London & 
General Bank, 1895, 2 ( h. 073 ; re Kingston Colton 
Mill Company, No. 2, 1890, 1 Ch. 331) ; but where 
such payment has been made on the faith of a bond fide 
valuation of a Company’s assets, which subsequently 
proved to be an over-estimate, the Directors were not 
liable (Stringer’s Case, 1869, 4 Ch, 475 ; Ranee’s Case, 
1871, 6 Ch. 104) ; although if the Articles state that 
Dividends are only payable out of realised profits, the 
Directors may be responsible for a Dividend paid out 
of estimated profits. (Oxford Benefit Building Society, 
1887, 35 Ch. D. 502.) 

Directors are entitled to rely upon Reports and 
Valuations of trusted Officers of a Company, unless 
there is reasonable ground for suspicion. (Re Kingston 
Cotton Mill Co., No. 2, 1896, 2 Ch. 288 ; Dovey v. Cory, 
1901, A.C. 477.) 

• If Dividends are received by Shareholders, knowing 
that they are paid out of Capital, the Directors may 
have a right of indemnity against such Members to 
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the extent to which they have respectively received 
Dividends, although they have not such right of 
indemnity if they represent that the Dividend is paid 
out of profits ( Moxham v. Grant, 1900, 1 Q.B. 88) ; 
but the Directors will primarily be liable to the Company 
(Re Alexandra Palace Co., 1883, 2 Oh. D. 149 ; National 
Funds Assurance Co., 1879, 10 Cli. 1). 118). Where an 
Interim Dividend has been paid out of Capital owing 
to a bond fide mistake, and the Directors propose to 
recoup such Dividend out of profits before distributing 
any further Dividends, a (Shareholder who has received 
such Dividend cannot maintain an action against the 
Directors (Towers v. African Tug Co., 1904, 1 Ch. 158) ; 
and when Dividends improperly paid out of Capital 
have been made good out of subsequent profits, 
liability ceases to attach to the Directors. (Boahr 
v. The Watchmakers' Alliance, and others, 1903, Acct. 
*L.R. 23.) 

The liability of the Auditor in coimection with the 
payment of Dividends out of Capital is fully dealt with 
in Chapter XII. 

(f) Scrip Dividends. 

Power is sometimes taken to pay Dividends in kind, 
i.e. by the distribution of specific assets, but unless 
there is such power, Dividends must be paid in cash. 
(Wood v. Odessa Water Works Co., 1889, 42 Ch. D. 645 ; 
Hoolc v. Great Western Railway Company, 1868, 
3Ch. 262.) 

Power is frequentty taken by Finance Companies 
and others, to pay Dividends by the distribution of 
Shares or Debentures in other Companies, and such* 
a distribution is known as a Scrip Dividend. The 
JShares, &c., should be distributed to the Members of the 
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Company in the same proportion as they are entitled 
to cash Dividends. The distribution must be made 
free of Income Tax, and it is important that provision 
for Income Tax payable should be made before the 
Dividend is distributed. 

The process of capitalising Reserves by the distri- 
bution of a Dividend or Bonus, to be satisfied by the 
issue of fully-paid Shares, or to be applied in reduction 
of uncalled liability on Shaies already issued, has been 
dealt with in Chapter IX., §11. 

(g) Vouching Dividends. 

The Auditor should vouch the payment of Dividends 
by examining the returned Dividend Warrants. 
Usually a separate Dividend Pass Book is utilised, 
and where this is the case the checking of the Dividend 
will be materially facilitated. It should be seen that 
the total Dividend paid agrees -with the total of the 
Shares issued as shown by the balances extracted 
from the Share Ledger. Where the Dividend is paid 
less Income Tax, it should be seen that the proper 
amount and rate of tax has been deducted. Where the 
rate of tax has been altered during the period covered 
by the Dividend paid, the rate of tax deducted 
should be pro rain, (\g. in respect of the Dividend 
payable for the year ending September 30th, tax being 
altered from 5s. to 6s. on April the 5th, the rate of tax 
deducted should be 5s. 6d. 

Where Scrip Dividends are issued a Schedule should 
be submitted to the Auditor, showing the Shares 
allotted or transferred to eaqh Shareholder, which he 
should check with the receipts obtained from the 
Shareholders. Where no such reoeipts have been 
obtained reference should be made to the Secretary 
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of the Company whose Shares have been distributed 
for verification of the Schedule. 

(h) Unclaimed Dividends. 

Power was given under the original Table “ A ” to 
forfeit unclaimed Dividends after the expiration of 
three years, but this was objected to by the Stock 
Exchange, and fhe power is not contained in the 
present Table. Dividends are frequently unclaimed, 
and where this is so, the amount thereof should be 
carried forward as a liability. If a separate Banking 
Account is utilised for the payment of Dividends, the 
unclaimed Dividends will appeal 1 as a balance upon 
this account as against the corresponding liability. 

* 

(i) Provision of Monejs, for the Payment of Dividends. . 

Although substantial profits may have been made 
and Dividends may be properly payable, the cash 
position of the Company may make the payment of 
the Dividend a matter of some difficulty. Such a 
situation may arise 'owing to a variety of causes. The 
Company’s profits may be locked up in Book Debts 
or Stock, which will be realised in due course, but 
which have not been realised at the date when it is 
usual to pay the Dividend. In such a case it is usual 
for an overdraft at the Bank to be arranged for the 
purpose of paying the Dividend, the same being paid 
off as moneys become available. 

Where, owing to the extension of the Company’s 
business, the profits have been utilised as additional 
Working Capital, which will be required permanently, 
it is not desirable to pay a Dividend by temporary 
borrowing, as the necessity of continually renewing 
the loan will arise, and it is preferable* either that 
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the borrowing should be of a more permanent nature, 
taking the form of an issue of Debentures, or that 
fresh Capital should be issued. In either case the 
proceeds of the loan or of the issue of Shares can be 
utilised to pay the Dividend. 

In other cases the shortage of cash may be due to 
the fact that the Company has incurred Capital expendi- 
ture which has been made out of realised profits. In 
this case also temporary borrowing is of no advantage, 
and the money should be obtained in one of the 
manners above mentioned. 

An alternative method would be to capitalise the 
profits by the distribution of a Dividend to be satisfied 
by the issue of fully-paid Shares as previously described, 
or to be applied in reduction of uncalled liability on 
Shares already issued. 

From the Auditor’s point of view no exception can 
be taken to any of the above methods where the 
circumstances justify such a course, and the Auditor 
is satisfied that the profits have been actually earned. 
At the same time, except where the shortage is mani- 
festly due to Capital expenditure having been made 
out of Revenue, the fact that profits do not appear 
to bo realised should place the Auditor upon his guard, 
and cause him to enquire very carefully into the 
position. It is apparent that such a situation would 
be brought about by an improper inflation of Stock 
values, by the omission to make necessary Reserves 
,for Depreciation, Bad Debts, &c., or by the omission 
to bring into account outstanding liabilities. 

.If the Auditor has satisfied himself that none of 
these factors have operated to bring about the reduction 
in the Cash position, and that the profits are genuine, 
no exception need be taken^to the adoption of any 'Of 
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the methods described above for the purpose of raising 
funds for the payment of Dividends. 

(j) Reserves for the Equalisation of Dividends. 

Where the profits of a Company fluctuate con- 
siderably from year to year, it is sometimes found 
desirable to institute a Reserve for the Equalisation 
of Dividends, profits being transferred to the credit of 
this account in good years, and being withdrawn 
subsequently when the current year’s profits are 
insufficient to pay the average rate of Dividend desired. 

If the circumstances of the Company are such that 
the amounts so placed to the credit of the Equalisation 
Reserve are liable to become locked up in the general 
assets of the Company, and thus are not readily 
available for the payment of Cash Dividends whqp 
required, it may be desirable that the amounts placed 
* to the credit of the Equalisation Reserve Account 
should be represented by specific investments, which 
can then be realised as occasion arises. 
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CHAPTER XT. 


THE FORM OF ACCOUNTS. 

§ L— The Form of Accounts. 

The form in which the Accounts of a Company 
are prepared is a matter of importance not only to 
the Shareholders but also to the Directors. The 
Shareholders are entitled to have the Balance Sheet 
drawn up in such a manner as to present a true and 
correct view of the state of the Company’s affairs^ 
while the Directors, who are responsible for the conduct 
*of the undertaking, and answerable for its success or 
failure, should ensure that i he detailed Accounts prepared 
and laid before the Board are drawn up so as to afford the 
maximum amount of information with respect to the 
dealings of the Company and its financial position. 

Frequently the Auditor is requested to draft the 
Accounts in the form which he considers most suitable, 
but if he does this he acts in his capacity as Accountant, 
and not as Auditor. In any event the Directors are 
responsible for the form of the Accounts and the 
Auditor is only concerned if the form adopted by the 
Directors is one that has the effect of misrepresenting 
the true position of the Company’s affairs, or does not 
comply with Statutory requirements or the Regular 
tions of the Company. In such cases, where the Auditor* 
c&hnot persuade the Directors to alter the Accounts, 
he must repqrt the matter to the Shareholders. 
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The various forms of Account prescribed by Statute 
are referred to in Chapter XIV., and it is proposed 
here to consider the subject generally from the point 
of view of a Limited Company. 

There are two general methods of setting out the 
position of a Company known as the Single Account 
system and the Double Account' system respectively. 

(a) The Single Account System. * 

The Single Account system is that adopted by 
most Trading Companies and Private Firms, and the 
term implies that the state of the affairs is shown in 
one Account, namely, the Balance Sheet, which sets 
forth the liabilities and assets of the business, and 
the balance of profit or loss as the case may be. Under 
this system the assets of the undertaking should be 
sev’out at their value to the business as a going concern. 

Jn the ease of a Company the excess of such assets over . 
the Shareholders’ Capital and the liabilities will repre- 
sent accumulated profit. It is not necessary that the 
assets should bo shewn at their break-up value, 
that is, the value which they might be expected to 
realise upou the immediate cessation of the Company’s 
business, since if this were done most Companies 
would never bo able to pay a dividend at all. A Com- 
pany is entitled to assume that it is going to continue 
to carry on business, and accordingly to bring its assets 
into the Balance Sheet at cost, less proper depreciation. 

(b) .The Double Account System. 

The second method of setting out the Accounts 
of a Company is that known as the Double Account 
hystem under which it may be said the Balance Sheet 
is divided into two portions, the first portion, termed 
the Capital Account, recording Capital receipts and * 
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payments, and the second portion, termed the Balance 
Sheet, recording the balance of the Capital Account, the 
floating assets and liabilities and the balance of the 
Revenue Account. 

This system is adopted under Statute by certain 
undertakings such as Railways, Gas Companies and 
Electric Lighting Companies, and it is adopted ‘by 
other Parliamentary Companies, such as Water Com- 
panies, Bock Companies, &c., where the Capital expen- 
diture is of a heavy nature. The object of the system is 
to set out clearly the Capital that has been raised for the 
purposes of the undertaking and the manner in which 
that Capital has been expended, showing the balance of 
Capital remaining in hand or over-expended, as the 
case may be. 

Under this system depreciation is not provided ^or 
in the same manner as under the Single Account system, 
as such a procedure v ould disturb the Capital Account, 
and consequently, in order that the undertaking may be 
properly maintained out of revenue, all repairs, renewals, 
and replacements, should be charged to Revenue as 
and when they arise. In practice, however, if this 
principle were adopted, the Revenue Account might 
be charged with amounts of a very variable nature, 
and consequently it is desirable to utilise depreciation 
or renewal funds against which exceptionally ‘heavy 
renewals can be charged. This particularly applies 
in the case of new undertakings where the amount of 
replacement is very small in the early years of the 
concern, with the result that the balance to the credit 
of the Revenue Account may be correspondingly 
greater, and permit of the payment of dividends which 
'jrould not have been paid if provision had been 
made fpr repairs and replacements that must ultimately 
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be incurred. There would appear to be no direct 
statutory obligation to provide for future renewals of 
this nature, but the Auditor should ascertain whether 
this has been done and if lie is of opinion that the 
provision is inadequate he should draw the attention 
of the Shareholders to the matter. 

Further remarks relathc to the operation of the 
Double Account system will he found in Chapter XV. in 
connection with the Audits of (las and Kailway Com- 
panies. 

§ 2. — The Profit and Loss Account. 

The Profit and Loss Account is an Account into 
which all the nominal balances relating to profit or 
loss are collected, the balance shewing the profit or 
loss resulting from carrying on business during a given 
period. 

The term Revenue Account is frequently utilised, 
particularly by Companies working under the Double 
Account System, where it is not the object of the 
Company to buy and sell goods at a profit. 

The term Income and Expenditure Account is 
utilised by non-trading concerns, such as Charities, 
&c., and the balance of the Account represents excess 
of income over expenditure, or vice versa, for a given 
period. 

.Whatever title may ho given to the Account in 
all cases it should represent the result of carrying on 
transactions for a given period. It is intended here 
to deal' with the form of the Profit and Loss Account 
%s -affecting a Manufacturing Company. 

The Auditor should point out the desirability of the 
Profit and Loss Account being so framed as to clearly 
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distinguish between the gross profit, the net profit, 
and the final balance of profit available for distribution, 
which is carried to the Balance Sheet. 

The Profit and Loss Account should bo divided 
into three Sections, the first part being termed a 
Trading Account or Manufacturing Account and 
shewing the gross profit, the second the Profit and 
Loss Account, showing the net profit or loss, while 
the third is frequently termed the Profit and Lows 
Appropriation Account . 

The Trading or Manufacturing Account should show 
on the debit side the commencing stock, the purchases, 
the wages relating to manufacture, and any other ex- 
penses of production such as fuel. &e. On the credit side 
will appear the sales and the closing stock, and the balance 
will then represent the grosn profit on the manufacturing 
or trading. Generally speaking, only those items of 
prime cost that vary diieetly with the turnover are 
charged to the Trading Account, hut frequently the 
rent, rates and taxes of the fact oiy, and repairs and 
depreciation of plant and machinery, are also charged 
to this Account, although as these items do not vary 
with the turnover their inclusion may disturb the 
comparison of the percentage of gross profit on 
turnover with that of previous periods. 

The balance of the Trading, Account is carried to 
the Profit and Loss 'ecount, which should be debited 
with all expenses of distribution, and carrying on the 
business. All items of expenditure chargeable against 
the profits must be included, such as Debenture 
interest, interest on loans, Directors’ fees, See., though 
it is sometimes convenient to bring down a balalicp 
representing the trading profit before charging these 
items. 
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If the various classes of expenditure are grouped 
together under convenient headings the utilisation of 
a column showing the percentage of each group of 
expenses to the turnover affords valuable information, 
and if the Accounts are kept on a uniform basis a 
comparison of such pet cent ages with those of previous 
periods is of great advantage. 

The last Section of the Profit and Loss Aceoxuit 
should show the balance ot profit or loss carried forward 
from the previous period, the net profit or Joss for the 
current period, together with any interim dividends 
paid to Shareholders, or other appiopiiations of profit, 
the final balance representing the balance of the Profit 
and Loss Account as appeuing m the balance Sheet. 

§ 3. — The Balance Sheet. 

(a) Definition. 

A Balance Sheet is iteipicnthy termed a Statement 
of liabilities and assets, hut this detmition is incomplete, 
as in many eases items aie included on the liabilities 
side which are not ^ti k l Jy speaking liabilities, such as 
balance of the Pioiit and Loss \eeount, J Reserve 
Funds, &c., while on I lie assets side such items may 
appear as accumulated los> to the debit oi tho Profit 
and Loss Account, expendituie eanied forward not 
represented by any available assets, &c. 

A Balance Slice I may therefore be more properly 
defined as a classified summary of the balances 
remaining in a set of books after those relating to 
profit and loss have been collected into one Account, 
and including the balance of that Account, so arranged 
as to sh ow the assets and debit balances upon one side 
and. the liabilities and credit balances upon the other. 
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The Balance Sheet represents the culmination of 
the system of book-keeping, and should be a document 
getting out the true position of the business in such a 
manner as may be easily understood by men of business 
intelligence. 

|b) The Debit Side. 

On the debit side the Authorised Capital of 'the 
Company should bo sot out, and where this is divided 
into different classes of shares the necessary details 
should be given. The issued Capital should follow 
showing the number of (shares issued and the amount 
called up in respect thereof. From this should be 
deducted the calls in arrear ; any calls paid in 
advance should be added, the final total being extended 
in respect of each class of Capital, representing the 
amount contributed by the Shareholders. 

Any sums received in respect of forfeited shares 
should be shown separately, after the necessary adjust- 
ments have been made referred to in Chapter JX., § 2 (h). 

If Debentures 'have been issued those should be 
next shown. It is not necessary to insert the authorised 
amount of the Debenture issue, and only the issued 
amount is as a rule set out. Any accrued interest on 
the Debentures should be stated separately. The 
treatment of Debentures issued at a discount or at a 
premium has already been dealt with in Chapter IX., § 4. 

Loans on Mortgage should be shown separately* 
together with interest accrued thereon, and should not 
be included among other creditors ; and similar 
remarks apply to creditors for loans unsecured, and 
bank overdraft (if any). An overdraft at one batik 
•should not be set off against a credit balance at 
another* 
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The term Sundry Creditors is utilised to cover all 
other unsecured liabilities, the item being usually 
divided between creditors on Open Account and Bills 
Payable. 

Unclaimed dhidends should show as a separate 
item. 

Any amount to the oiedit of Ooneral Reserve 
Account or Reserve Fund, any Sinking Fund for 
the redemption of liabilities or Depreciation Fund for 
the replacement of assets, should be shown separately. 

The final balance standing to the credit of Profit 
and Loss Account, if any, will be the last item, and it is 
usual in some cases to set out in detail in the Balance 
She'', the Protit and Loss Appropiiation Account, 
showing bow the final balance available is arrived 
af. 

A note should be made or any contingent liabilities 
in respect ot Bills discounted, or otherwise. 

(c) The Credit Side. 

There is no hard-and-fast rule* as to ihe order in 
which assets should, he placid on the credit side of the 
Balance Sheet, although in most eases it is preferable 
to start with the Fixed \s>cts in their natural order, 
following on with the Floating Vssets in order of 
realisation. Where, however, as in the case of a Bank, 
it is desired that particular attention should be drawn 
to the Liquid Assets of the Company, it is preferable 
♦ to commence with those assets, such as cash, &c., and 
to end with the Fixed Assets. 

.In the case of Fixed Assets care should bo taken to 
see that the various classes of such assets are 
shown separately. For instance, goodwill should be 
shown separately and not mixed up with freehold or 
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leasehold property, or with plant and machinery. 
Fixed Assets should bo stated at cost or less depreci- 
ation, as the case may be. 

Tn a similar manner Floating Assets should be 
distinguished according to their various classes. 

Where a Company holds Investments these should 
be subdivided according to the nature ot the security, 
and it should be clearly indicated whether they *are 
taken credit for at cost or at market value. Where 
the market value is less than book value, and provision 
for depreciation has not been made, a note of the 
market value should be inserted. 

Where shares are held in other Companies to which 
contingent liability attaches owing to the fact thqt 
the shares are not fully paid up a note should be made 
of the contingent liability. Investments specifically 
made to represent a Reserve Fund oi Sinking Fund 
should be shown separately. 

Where, as in the case of Contiactois' Accounts, the 
item Work in progress ” appears, this should be 
shown separately id the Balance Sheet, and if any 
profit has been taken in respect of Contracts not yet 
completed, it is desirable that the wording should 
indicate this. Where sums have been received in 
respect of Contracts before completion the amounts 
so received should be deducted from “Work in pro- 
gress,” and not shown on the debit side of the Balance 
Styeot. 

Where it is the business of the Company to make * 
loans on mortgage these will appear as a separate 
iteta, and in all easos where advances have been made 
the amount should appear under a separate heading* 
and not be included under Sundry Debtors or 
Investments* 
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8 3.1 


The amounts due from Sundry Debtors should bo 
shown less the amount reserved in respect of bad debts 
or discount. The item should not include balances 
representing goods out on sale or return, consigned 
stocks, or stocks in tho hands of Agents. The proper 
treatment of these items has been considered in 
Chapter 111., and the amount should either be shown 
separately or included in the general item “ Stock-in- 
trade.” Bills Receivable should be shown separately. 

Tt is desirable that the item ( 'ash should be divided 
as between Cash on Deposit, on Current Account, 
and In Hand respectively. 

Where the Balance Sheet contains items of expendi- 
ture not represented by available assets the nature 
thereof should be clearly indicated. Expenditure paid 
in* advance, such as rent, rates and insurance, should 
be shown separately under the heading of “ Payments 
in advance.” The balance of Preliminary Expenses not 
written off should appear as a separate item and must 
not include any underwriting Commission, or Com- 
mission on placing shares, which must appear separately 
in every Balance Sheet until written off, in accordance 
with § 90 of the Companies Consolidation Act, 1908. 
Similarly, Expenses of issuing Debentures, or Discount 
on issue of Debentures, must be shown under their 
respective headings. 

In some instances it is permissible to carry forward 
expenditure the benefit of which is not entirely 
exhausted and instances of this treatment have been 
afforded in Chapter IV., § 4. In each case the wording of 
the* item should be self-oxplanatory. Sometimes 
acc umulat ed losses on Capital Account are written off 
tho various assets concerned and changed to a Suspense 
or Deficiency Account pending re-organization of the 
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Company’s Capital. Where this is so the item should 
be clearly worded. , 

If there is a debit balance to the Profit and Loss 
Acoount representing accumulated losses this will 
appear on the credit side of the Balance Sheet, and it is 
desirable that the item should be worded so as to 
clearly indicate that it represents loss. 


§ 4. — The Form of Published Accounts. 

Apart from those Companies where the form of 
published Accounts is obligatory by Statute, consider- 
able differences may be observed in the maimer in 
which Accounts are published, or presented to the 
Shareholders. 

In Trading Companies it is not usual to publislr a 
Trading or Manufacturing Account, as this would 
possibly disclose information to tiade rivals which 
would be detrimental to the interests of the Company. 
It is, however, usual to find a Profit and Loss Account 
published showing upon the credit side the gross profit, 
and upon the debit side the various expenses set out 
in such detail as the Directors think desirable in the 
interests of the Company. As long as the form of the 
Account is not misleading it is not within tiro province 
of the Auditor to object to the manner in which the 
Directors desire it to be published, since they must 
be regarded as the best judges of the Company’s 
interests. Moreover-, the Shareholders are entitled to 
ask for fuller Accounts should they wish to receive 
them, fund the matter can be discussed at the General 
[eeting. In some oases it is found that no Profit and 
Account is published ( at all, or that merely a 
/ Profit and Lose Appropriation Account is, shown, s'flt 

)’ ’ % . * i * \ < 
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depends of course upon the requirements of the Articles 
of Association as to what information is afforded, but 
if the Articles permit of such treatment there is nothing 
to provent the Directors publishing a Balance Sheet 
alone, unsupported by any form of Profit and Loss 
Account, although this cannot.be said to be desirable 
except in special eases. 

The question as to how tar the Balance Sheet may 
be condensed for the purpose oi publication is a some- 
what difficult one. In the precious Section the general 
manner in which a Balance Sheet should be set out 
has been indicated. Where, however, the Directors 
do not wish to publish the Balance Sheet in a form 
which meeds with the Auditors approval he must 
consider carefully the* form wh'ch they propose, and 
if it in any way has the effect ol making the position 
of the Company look bettei than it really is, or infringes 
any Statutory regulations 01 the Articles of the Com- 
pany, and he cannot induce the Directors to alter the 
form, he must deal with the matter in his Report to 
the Shareholders. 

§ 5. — The Criticism of a Balance Sheet. 

It may he convenient heie to make a few remarks 
** relative to the criticism ol a Balance Sheet apart 
altogether from tin* point oi view of the Auditor of 
the Company concerned, as it sometimes happens that 
a Professional Accountant is requested to advise a 
client on the financial position of a Company, or on the 
value of shares held therein, in cases where there is no 
free market. 

* The first point to which attention should be directed 
is the authorised and issued Share Capital. If the 
latter is not fully paid up the amount of thq uncalled ? 
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liability should be ascertained, and it should be seen 
whether this can be called up in the ordinary course 
for the purposes of the Company or is only available 
in the case of liquidation. Any calls in arrear should 
be noted as if these arc large in amount it is possible 
they may not he recoverable in full. In the event of 
Preference, Founders’ or Deferred Shares existing the 
rights of the respective Shareholders, inter se, should 
be ascertained. 

In the ease of any Mortgage Debentures having 
been issued it should be ascertained whether they are 
secured by a Floating Charge on the undertaking or 
by a Fixed Charge on specific assets, and whether the 
charge covers uncalled Capital, if any. For this 
purpose reference should be made to the Company’s 
Register of Mortgages, and to the Register kept at 
, Somciset House. 

In order to ascertain the working Capital at the 
command of the Company, the Floating Assets of a 
realisable nature should be compared with the current 
liabilities. If the latter exceed the former, although 
there may be fixed assets of considerable value available 
to meet the claims of the creditors, the position from 
the point of view of working Capital is unsatisfactory. 

The amounts under the heading of Creditors should 
be examined and, if possible, it should be seen whether 
any items relate to loans unsecured or otherwise, over- 
draft at the Bank, &c., since Creditors of this nature 
differ materially from trade creditors. 

If a Reserve Fund appears it should be seen whether 
it is represented by specific investments on the other 
side of the Balance Sheet and if so, whether the present 
value of such investments is equivalent to the fund. 
The^natW of the securities should be ascertained. , 
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i 


\ 

Where the Reserve Fund is not represented by such 
investments it should be termed a Reserve Account, 
and it will entirely depend upon the valuation placed 
upon the assets as to whether such reserve exists. 
It is clear that if sufficient depreciation has not 
been provided in respect of Fixed Assets, or if the 
Floating Assets have been over-valued, the Reserve 
may have been built up by appropriations of 
profit which would not have been available had the 
Balance Sheet been prepared upon a proper basis. 
Consequently, the Reserve may be wholly or in part 
a paper one which cannot be taken into account in 
estimating the financial position of the concern. 

In the case of a Public Company the Statement in 
the form of a Balance IS licet tiled vvilh the Annual 
Sttmmarv at Somerset House must state 1 how the values 

t 

of the fixed assets have been arrived at, and should 
be consulted. The Company’s file at Somerset House 
should be searched as it might afford useful information. 

If Goodwill appears, the value attaching to it should 
be examined in relation to tho profits earned by the 
business, as this will afford some indication as to 
whether the item is reasonable or excessive. It should 
be ascertained whether sufficient reserves have been 
made for bad debts or for other anticipated losses. 

Any items of expenditure carried forward in 
suspense, payments made in advance, &c., should be 
uoted as such items are not of a realisable nature. 

The Cash balance should be observed particularly in 
relation to the balance of profit carried forward, if any. 

JChe rates of dividends paid should be ascertained 
ahd whether there are any arrears of Cumulative Pre- 
ferenoe Dividend. Where the Auditor’s Report if 
published it should be referred to. 4 
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Where it is desired to value the shares in a Company 
which has no tree market, the Balance Sheets and 
Profit and Loss accounts for the last five to ten years 
should be examined, and the profits earned, the rates 
of dividends paid, appropriations 1o reserve and 
balances tarued forward should be noted. 

Wheie a valuation is being made from the point 
of view of a seller, it is important to ascertain the extent 
of any secret reserves that may exist, either in the shape 
of excessive depieuation having been provided for, or 
over reserves for bad debts and other contingencies. It 
should also be seen that the Stock has not been written 
down below its real value 

From the point of view of ,i pirn baser, it should be 
seen that proper depreciation has been piovided, that 
none of the assets are ovei valued, and that adequate 
reserve is made against bad debts and other losses. Tn 
either case the value placed upon Goodwill should be 
considered in relation to the profits earned and the 
nature of Ihe business carried on. 

In the case of Ordinary Shares wheie Prefeienee 
Shares exist with prior rights as to repayment of 
capital, the net value of the assets should be ascettained 
in accordance with the above suggestions, and after 
deducting liabilities and appropriate reserves for 
anticipated losses, the preference capital should then 
be deducted aud the balance should represent the capital 
value of the Ordinary Shares. The figure so arrived 
at must be taken in conjunction with the rates of 
dividends that have been paid but the result may not 
represent the saleable value of the shares particularly in 
the caqp of a Private Company where the wight' of 
transfer is restricted. Tt will, hpwever, affprd a basis 
df negotiations as to the price. 
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CHAPTER XI L 

THB LIABILITY OF AUDITORS. 

§ I.— The Liability of Auditors. 

The question as to what liability an Auditor is 
under in i elation to (lie Au omits hi* has audited, is a 
very dillicult one to determine. A number of decisions 
have been given m the Courts, and these will be dealt 
with below, but it may be useful to summarise heie the 
various kinds of liabilities to nlmh Auditors are 
subject : 

(0) O ability to be held responsible for any errors <fi 
i defali ations nhieh b\ leason of negligence on 
the part of the Auditor li«t\e not been discovered, 
and to make good any damage resulting from 
such negligence. 

/( 2) Inability to lie bold an ollicer of the Company 
under section 215 of the Companies (Consoli- 
dation) Act, 1908, and, as such, liable in the 
event of winding up to contribute to the 
Company anv loss occasioned by misfeasance or 
bleach of trust on his part. 
j(3) Liability to line, imprisonment, or both under 
section 281 of the Companies (Consolidation) 
Act, 1908, for wilfully making in any report, 
balance sheet or othei document, a statement 
false in any material point, knowing it to be 
false. , ' • 

f (4) A similar liability under section 84 of the 
" Larce ny Act-1 861. 
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§ 2. — Liability undfer Statute. 

(a) Companies (Consolidation) Act, 1908, § 215. 

The Auditor can only be held liable for misfeasance 
under § 215 of the Companies (Consolidation) Act, 
1908, if he is held to be an Officer of the Company. 
The question as to whether an Auditor is in all cases 
an Officer of a Company has been considered in Chapter 
VI., § 2 (6). It is probable that an Auditor would be 
held to be an Officer of the Company, in so far as his 
duties as Auditor are concerned, and accordingly he 
may in certain circumstances find himself liable to be 
treated as such under this section, which reads as 
follows : — 

215. — >(1) Where in the course of winding up a company it appears 
that any person who has taken part in the formation or promotion 
of the company, or any past or present director, manager, or liquidator, 
or any officer of the company, lias misapplied or retained or become 
liable or accountable for any money or property of the company, or 
been guilty of any misfeasance or breach of trust in relation to the 
company, the court may, on the application of the official receiver, 
or of the liquidator, or of any creditor or contributory, examine into 
the conduct of the promoter, director, manager, liquidator, or officer, 
and compel him to repay or restore the money or property or any 
part thereof respectively with interest at suety rate as the court thinks 
just, or to contribute such sum to the assets of the company by way 
of compensation in respect of the misapplication, retainer, misfeasance, 
or broach of trust as the court thinks just. 

(2) This section shall apply notwithstanding that the offence 
is one for which the offender may be criminally responsible. 

This section replaced § 10 of the Companies (Wind- 
ing-up) Act, 1890, and it should be remembered that 
liability thereunder can only operate in the case of 
the winding-up of a Company. 

' , +'■ 

(ft) Companies (Consolidation) Act, 1908, § 281. 

. . i 

■\> In the event of the Auditor in any Report, 
Certificate,' Balance Sheet, or other document, wilfully 
making a statement false in any material particular, 

* - he may be ^criminally Iabi|- 
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under § »281 of the Companies (Consolidation) Act, 
1908, which reads as follows : — 

i/281 ii an\ person m any return, repoit, certificate, balance 
speet, or ollui douuuoiit, required by oi for the purposes of any of 
the provisions of fins \tt bpecified m the Tifth Schedule hereto, 
wilfully mala s a statement false in any mateiial particular, knowing 
it to be t.ds< In shill be guilty of a misdcmt moi, and Bhall be ha bio 
on conviction on nidutmnt to wipnsonMsnt foi a term not exceeding two 
yean , with oi uiihout haul • labour , and on summary conviction to 
lmprisoumwit ioj a toim not o\ce(ding foui months, with or without 
haid ldboui, and m eithti case to a fine m lieu of oi m addition to such 
impiifeonmt nt as afoitsaid 

Piovidul that the line impost d on summary conviction shall 
not exceed one hunditd pounds 


Tlic Avoids piinted in italics were repealed and 
substantially rp-cuacted 1 y the Perjury Act, 1911 (§ 5). 

It will be observed that conviction under this 
section will not operate to relieve the Auditor from 
liability for misfeasance under § 215. 


(c) Jha L,arceny Act, 1861. » 

Section 81 of this Act provides that Directors, 
Membeis, or Public Officers of any body corporate or 
public body, iiaudulently appropriating the property 
of the Company, shall be guilty of misdemeanor, 
and a similar liability attaches to persons who may 
keep or direct to be kept the accounts of the Company 
in a fraudulent maimer for pui poses of concealing such 
misfeasance. 

Section 83 extends similar liability in cases where 
such persons, with intent to defraud, wilfully destroy, 
alter, mutilate, or falsify any books, papers, or docu- 
ments belonging to Ihc Company. 

It is not likely that an Auditor, as such, could come 
within the operations of the above sections, but § 34 
deals with publishing false statements, and might 
in certain cases be brought into operation against hie 
Auditor. The wording of this section is as follows » 

84 , Wkwmyer, being a director, 'manager, or public officer of 
jRftftty body corporate or public company, shall make, circulate, Or 
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publish, or concur in m.»kiu<j. < iicul ding, 01 publishing, any wiilkn 
sUteimnt or account which hr shall know lo ho inlh<* iu any mateiul 
particular, v.ith intent to deeeno or deli. ml any member. shareholder, 
or creditor of such body corporate oi public company, or with intent 
to induce any pi i son to become a holder or paifmr therein, 

or to entrust or ach once jny piopt i </ to such body corporate or public 
company, or to inter into am s«cun(\ loi the benefit (hereof, shall 
be guilty ot a imsth nuvnoi, and htn«" coin ictcd theieof shall be 
liable, ai the discretion oi tin eouit, to »,n\ ot the punishments which 
the couit may aw a id .1 > Inuinbihae J »s( nnntiomd. 

Iji llit* ciim* of DmnhdVi Han kitty Company, 
Limited (1900 Acel. L. I*. I, SI). 1 lio prosecution was 
ijisiitutod against the Oireefors and Auditors of the 
Company under the Manx ( timimil Code, 187'.', § 221, 
which is identical with § SI ol the Larceny Act, 1801, 
quoted ahoxc. The Jury lound all the defendants 
guilty, including the Auditois, and they were .sentenced 
to varying terms of imprisonment. 

* Tt was under §§ 83 and SI of this Act that the 
prosecution in the ease of Iitx v. Whitaker Wright 
(1904 Aeet. L. R. J-J) was conducted, under which the 
defendant was found guilty, and sentenced to penal 
servitude for sex on yea is. 

l/ 

(d) The Falsification of Accounts Act, 1875. 

This Act is required to be read in conjunction with 
the Larceny Act, 1801, and consists of the following 
Sections : — 

1 . That if any clerk, olliet 1, 01 sti\.uit,or any person employed . 
or acting in the capacity oi a eleik, oiheer, or hervant, shall wilfully 
and with intent to defraud, destiny, Alter, mutilate, or falsify any 
book, paper, w lit frig, valuable security, or account which belongs 
to or its in the possession ol his employer, or lias been received by 
him for or oh behalf of his employer, or shall wilfully, and with intent 
to defraud, make, or concur m making, any false entry in, or omit 
or alter, or concur in omitting or altering, any material particular 
from? or in any such book, or any document or account, then in every 
such case the person so o lien ding shall be guilty of a misdemeanour, 
And be liable to bo kept in penal servitude for a term not exceeding 
seven years, or to bo imprisoned with or without hard labour for any 
term not exceeding two years. 

I) » 
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2 II slnll ? >< uiinunt m m\ ukIuimh hi multi Ibis Yit to 
till**,* i m in i il nit nf to «I< ii uui w i ln> i 1 ti'inm, im pntnulu 
IK i^on *o lw «lt h unit tl 

§ ,‘l. Legal Decisions. 

(a) LtsdU r st.Ue Bii'lilin» and Inu'sliunl C> Shepherd. 

1‘s; . ( !i I) ,*■7 1 

Ildd Ih 4 in \i.‘l t M who I s • . n<_en id the iv i - 
d l,i C i n s nl)l« i >i 'I <i ' \ 

Tl j > « onipam u u toinud I m fie i po-c o' df li- 
my mi 1 o ii,'- 'Mil !< ml i mn,>< \ oi MOitu.e* ; the 
i >i mnPi lion ot the S nnitiion n <\ < 1 1 » * o in pi open tn<n 
to '>< (ll \ tci« '1(1 |) 11(1, iio 'll Kl< '1(1 ’>( o <> |)<l\ dll M" ( • J I 
om( ol piolit>. v <> jnnlif w i hi ul 1 t lie* < on pany 
(liiin> lit* whole ] *( i lot l il wlueii it (ii >nil on 
hiiliKs-,, euepl m oik* \<,n Tin action was 
I i< mill! h\ tin t'o.npin a"«uiis' llu Ihicctois the 
Maiin.'ti, *ii(l 1 Ik* \nditoi-, to n i' e iIk.i liable m 
if -peel * 1 (< it.mi ‘•unis ]iai<! end ot • <ipit <1 iii» d>\Klcnd. 
au'l lla Ids and b(>nn>-es (! 5>ue»tois oal "'l m.vjfei 
nspuu\(l\. The ihilanee Sheets w< i * * »Se and mi*-- 
leidnu*, uid Mini >m< d Intituio uei • ’>t in * pie pate d 
with a \ if w to tin d( ( l.u u ion < I di » idei d 

r l he accounts weie e\ uninc d l>\ tl < Uiehtoi, but 
he was not iumishcd with a <op\ ol the \ttules, and 
he did not eoivph with then pimi ■.ion*-. 'Hie 
Diteetois we»o not av ue Unit dividends had been 
paid out el ( amt d, oi that th dal me ‘•hoots weie 
unteeiu itc . 

In the roaise ct In Judcime it. Smiling d , aid : - 

* It is tin (1 i t, oi tin unlitoi nol loronhiu hmiMli mml\ 1o 
(ho t uslv of a t naming tin imlnm t u il htuh(\ oi t!u o 

-lied, but to tint it 1 -a d tiuo ml unn U u \n< s( utution ol th© 
aftajis It vsa no imih that tin amlmu had nof uen 
tli© in tides wlnn li© Lika oi tluu (\hhnu r Ilu "taint© ot Lmn 
tdtioiis had been phadid on hi> Ih hill, aiul tin phu hud not been 
f sistai, bo that Inn liability would 1 « limited to tin* dmdmds paid 
tvithm su ynars ot th© ©omraeni'ttxii'nt of tin ant ion ” 



§§ 2-3. J 

Tim LIMULm or VIHIITOUS. HO 

(b) In fe London anJ General Bank (No. 2 .) < IS'Ki, -2 rii. i.si.) 

Hrfrf that an Auditor, who does not report to the 
Shareholders the facts of tin* case when the Balance 
Sheet is not properly diawn up, is guilty of misfeasance. 

This case was heard after it had hcen determined 
by the (Ymrt of Appeal that the \ idi'or of (1km 'ompany 
was an Officer ot the Company' within the mcaniuu of 
the Companies (Windinu-epi Vet, 1X1)0 (in n London 
<(• Bank, Xo. I, ISOo, ( !i. Hits). So far as ill’s 

point of vi»*w is concerned, Cm has already l)«’en 
e »n i tried iu Chapiei VI., § -> if; ). 

Tliis w T as an Appeal In Mr. Theobald, one of the 
Auditors of the London & ilcural Hunk, which was 
being wound up, agains* an oidei made by Vaughan 
Williams, d., under $ 10 ot the ' mnpanies (V Hiding- 
up) Act, 1X5)0. f>\ this o der u. Theobald and the* 

Directors of the Hank woe de< la led jointly and 
severally liable <0 pay to rle* nkmial Reedier ol the 
Company two sums ot "5, 1 !<> 1:1s. and L’S, ls*i I Is., 
being respect hely the amounts of dixidends deelaied 
and paid bv the Hank I 01 the years 1X1)0 and 1X1)1, 
with interest on those sums. The grounds on which 
this order was made on .Mi. ' r hcob.ild weie that these 
dividends were paid oul ot < <ipital, and that such 
payment was made ptusuant to Resolutions of the 
Shareholders, based upon the i< commendation of the 
Directors of the Hank, a 1 at H dance Sheets, prepared 
and certified by Mr. Theobald, which did not fully 
represent the financial position of the Company. 

The failure of the Company was piineipally duo to 
the fact that large sums had been advanced to eas- 
terners on loan and current account, in respect of which 
the security lodged was entirely insufficient, and tho 
dividends in question were paid out of sums taken to 

f> l> 2 
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the credit of profit and loss in respect of interest on 
such advances, which interest was never, as a fact, 
paid. Had proper pro\ision boon made for bad debts 
in respect of sums advanced, and interest accrued 
thereon, the accounts of the Company would not have 
shown a profit, but u Joss. 

The< ourt held that the \uditor was liable to refund, 
by way of damages, the amount of the second dividend, 
on the ground that he was aware of the critical position 
of affairs, and acted negligently in not reporting the 
facts to the Nhaieholdors, although he reported them 
to the Directors. As regards the first dividend, the 
Court did not hold the Auditor liable, as it was of 
opinion that the e\idence was not sufficiently strong 
to establish a ease of misfeasance against him, 
although it thought Jie was guilH of an error *>f 
judgment. 

In the course of his .Judgment, Lind ley, L.d., said 
(Aect. L.K. 1895, 173): - 

“ It is no pait of an auditor's dut\ to give «ul\ ice either to dnecturs 
or shareholders ds to wliat tln\\ nnglil to do. An auditor hn i > nothing 
to do with the prudence or imprudence of making loan * with or 
without security. It is nothing to him whether the business of a 
company is being conducted piudently or imprudently, profitably 
or un profitably ; it is nothing to him whether dhidends are pioperly 
or improperly declared, provided lie discharges his own duty to the 
shareholders, Ilis business is to ascertain and state the tme financial 
position of the company at the time of the audit and his duty is 
confined to that. But thou comes the question : IIow is ho to 
ascertain such position? The answer is: By examining the books 
of the company. But he does not discharge his duty by doing this 
without enquiry, ami without taking any trouble to see that the books 
of the company thomsohes show the company’s true position. lie 
must take reasonable care to ascertain that they do. Unless he does 
this, his duty will be worse than a iarec. Assuming the books to bo so 
kept as to show the true position of the company, the auditor has to 
frame a balance-sheet showing that position according to the books, 
and to certify that the balance-sheet presented is correct in that senrfo. 
But bis first duty is to examine the books, not rnorely for the purpose 
of ascertaining what they do show r , but also for the purpose of satis- 
fying* himself that they show the true financial position of the company. 
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2 \u uuuiiur, uowcvcr, is not bound to do more than exorcise reasonable 
care and skill in making inquiries and investigations, lie is not an 
insurer ; he does not guarantee that the books do correctly show 
the true position of the company \s affairs ; he does not guarantee 
that his balance-sheet is accural o according 10 the books of the company. 
If he did, ho would be responsible for an error on his part, even if he 
were himself deceived, without any want of reasonable care on his 
part —say by the fraudulent concealment of a book from him. His 
obligation is not so onerous as this. • 

Such I take to be the duty of (In* auditor ; he must bo honest* — 
that is, he must not certify what be does not believe to be true, and 
lie must take reasonable cure and skill before he believes that what 
ho certifies is true. 

What is reasonable care in any particular ease must depend upon, 
the circumstances nl that ease. Where there is nothing to excite 
suspicion, very little enquiry will be reasonable and quite sufficient; 
and in practice, I believe, business nu n select a few cases haphazard, 
sec that they are right, and assume ibai ot.lir.rs like them arc correct 
also. When suspicion is aroused, more care .is obviously necessary ; 
but still, an auditor is not bound to exercise more than reasonable 
care and skill, even in a ea.-.e of suspicion ; and he is perfectly justified 
in acting on the opinion of an cvpert. where special knowledge, is 
required. ... 

A person whose, duty it is to convey information to others does 
* not discharge, that, duty by dimply giving them so much, information 
as is 'Calculated to induce, them, or some of them, to ask for more. 
Information and moans of information a, re by no means equivalent 
terms Yu auditor who gives shareholders moans of infor- 

mation, instead ot informal ion, in reject td a company’s financial 
position, does so al> his peril, and runs the very serious risk of being 
held, judicially, to have, failed to discharge bis duty. 

lu this ease I have no hesitation in saying that Mr. Theobald 
did fail to discharge his duty to the shareholders, in certifying and 
laying before them the balance-sheet of February, 3802, without 
any reference to the report which he laid before the directors, and with 
no other warning than is conveyed by tin* words, “The value of the assets 
as shown on the balance-sheet is dependent upon realisation. . . 

It is a mere truism to say that the value of loans and securities depends 
upon their realisation. We are fold that a statement to that effect 
is so unusual that the mere presence of those words is enough to excite 
suspicion. But, as already stated, the duty of an auditor is to convey 
information, not to arouse inquiry, and although an auditor might 
infer from an unusual statement that something was seriously wrong, 

‘ it by no means follows that ordinary people would have their sus- 
\ picions aroused by a similar statement if, as in this ease, its language 
.exprqsse# no more than any ordinary person would infer without it.” 

• * , 
v . , In the course of his Judgment; Rigby, L.J., said;— 

V>,' ‘‘Thewords ‘as shown h,y the hooks 0# the company ’ seem to 
;;ja^ to ,he, Sntioduced to relieve the auditors from a»y responsibility 
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a* to j»ff,uis oi flu* coiupnnv pt out ot the book> and conronlod 
Jiom thorn, but not to confine it to a meic statement ot the corre- 
spondence of llio balance-sheet ’with ihe entnes m the books Now, 
njull and i«m l> il line ->1n >t must b< ml< h a baLmtc sheet as to coiney 
a trill hi u l s< iteimnt a 1 - to tin comp.uiv's position It must not 
conceit <ni\ known mum oi weakm v* m the lmamul position, oi 
suggest .uivllmu winch cannot lx Mippoited as i urJv coriec t m a 
biMtic^ point of mow ” 


(c) In re The Kingston Cotton Mill Co., Limited (\o 2 ) (1S%, 

i fii .til ) 

l hid thill it is not th<‘ duU ot the Auditor to lake 
stock ; and that he is not auiltv ot negligence if he 
accepts the certificate ot a icspuiwible official in the 
absence oi suspicious circ u instances. 

This case was heard aftei it Ind been detciniincrl 
by the Court of Appeal that the Auditors of the 
Company werJ Officers of the Company within the 
meaning of (he Companies (Winding-up) Act, 1890 
(Jn n Ki nation ('niton J\I ill Com pan;/. Lid. (No. 1), 
189(>, 1 ('ll. (>). So fat a 1 ' this, point ui view is concerned, 
the case lias already been consult led in Chapter VI., 
§-’(&)• 

This was an appeal by the Auditors of the Kingston 
Cotton Alii] Company, Ltd. (then in liquidation), against 
an Order made b\ Vaughan Williams, J., under § 10 
ot the Companies (Winding-up) Act, 1890, under which 
they were made liable to make good to the assets of 
the Company monevs of the Company improperly 
applied in payment of dividends on the faith of certain 
Balance Sheets certified by them. The profits of the 
Company were fictitiously increased by deliberate 
manipulation of the quantities and values of theStock- 
in-Trade, and the question was. whether the Auditors 
were guilty of negligence in accepting the certificate 
of the Manager as to the correctness of the Stock-in- 
Trade without checking the stock in detail. The facts 
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of the* case appear sufficiently from the ( following 
extract from the Judgment of Lindlev, L.J. (Acct. L.I1. 
18S»6, 77). 

“ For several yo.u*» Iiawls were committed by tin* manager, who 
in oid<r 1o bolster up tho companv and make il apiirai' flourishing 
wlu-u it was the invoice, deliberately exaggerated both tlu* quantities 
and value* of tin* cotton and \arn m tin* company’s mills. . . . 

Tin* auditor* took flit* entry ol tho ddek -in-trade at the beginning 
of the year from the last pieced me- balance-sheet* and they took the 
tallies oi the stock-in-trade at the end of tile yeai irom the stock 
journal. The bool, contained .» senes m a<*eonnts under vanous ht*ads 
purporting to show the quantities and values oi the company’s stock- 
in-trade at tho end ol each ytur, and a summary ol all the accounts 
showing the total table ol stub *toi k m trad* . The summuiy inn 
signed by the manager, and the value as shown by it was adopted 
by tho auditor* and was inserted as an asset iu the balance-sheet, 
but ‘as per managers certiiicah* ’ The summary always corre- 
sponded with the accounts summarised, and tho auditors ascertained 
that this was the ease. Hut tln\ did not examine iurlhcz into tlu* 
accuracy ol the accounts summarised. The auditors did not profess 
to guarantee the correctness ol this hem They ftsumed no rosponsi 
bftitv for it. r I hey took the item iioin tlu* manager, and the entry 
in the balance-sheet showed that t li»»y did so 1 confess I cannot 
see that tlnur omnsion to check his ictimn* was a breach of their 
duty to the Company. It 1 * no pait of the auditor’s duty to take 
stock. No one contends that it is. lie miK rely on other people 
lor detail 9 ol the si oek-in -trade in h..ml. fn tho case bf a cotton 
mill he must roly on some skilled peiion lor tlu* mafcnals neetssary 
to onahle him to enter the *toek m Uadi M il- pioper value in the 
balance-sheet.” 

Lopes, L.J., in tlu* course of his Judgment made 
the following remarks : 

“ II is the duty oi an audit oi to bung to btai on tbe work ho lias 
to porform that skill, care and caution which a reisonably competent, 
careful and cautious auditor would use. What is icasouable skill, 
earo and caution must depend on the particular ( iieamst anoes of 
each case. An auditor is not bound to be a detective, or, as was 
wiid, to appioaeh his work with suspicion or with a foregone con- 
clusion that there is something wiong lie is a watch-dog, but riot a 
bloodhound, lie is justified iu beliov mg fried servants of the compan> 
in whom confidence is placed bv the company. lie is entitled to assume 
thatj,they are honest, and to rely upon their representations, provided 
he»take» reasonable cave. If them is anything calculated to excite 
tfhspicion he should probe it to the bottom, but iu the absence of 
anything of that kind, he is only bound to be Reasonably cautions 
and careful . . . Tho duties of auditors must not be rendered 
too onerous. Their work is responsible and laborious, and the remuner- 
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ation modarito I should bo sorry to sue ihe liability of Auditors 
extended an’/furthor thin (ft. In re The London <P Gennal Bank {supra). 
Indeed, 1 oulv avoided to th it dei hiou on account ot the inconsistency 
of th© si if ament made to the dnccloi-* with tlm b il mct->heet coi tided 
by the audit oi s and presented to the shuchohleis This satisfud 
uny rnmd that the audito s dilibtr tub conn ibi* tliit horn the 
sh irehohl u > which the v had commuim to (he dncelois ft 
would bo didieult to **.iv tins was Jiot a bn h ol dnt\ \uditois 
must not b< made Inbl© toi not tracking out impmou md < irefwlh - 
laid achuiiM ot fluid, w lun flu u is nothing to iron t Inn u picion 
and whin 1 Li >-%c Ir mds «i*i< pcupi tiati d by tried m i\ mts ot the company 
anil an undi tooled toi w ns b\ tin dn<f 4 ois ^o 1o hold would 
m ike flic position of m unlitm infohiabh 


e (d) The Irish Woollen Co., Limited, / Tyson anil Otheis. 

(1000 \ect* L It n) 

Hi Id that an \uditoi is liable foi anv damage 
sustained by, a Company bv reason of falsifications 
which mi” lit have been disemered }>> t h<* e\ntise of 
reasonable care and skill in the pel formam e of fl»* 
Audit. 

This case was heard befoie the liish ( ourl ol Appeal, 
and was an appeal by Mr Kldwaul Kevam. tbc \uditor, 
against the Judgment of the J.owei Couit, holding him 
responsible for the .non-detection of the fraud. The 
Appeal^ was dismissed. 

The frauds weie }>iineipally occasioned by the 
suppression of Imoiees outstanding at tlie date.jjf 
the Balance -Kliwt, thus reducing the amount of 
purchases and the amount of ei edit ors. The goods, 
however, were taken into stock and a fictitious profit 
was therefore shown to that extent. This amounted 
ultimately to £4,095. 

Ihe (hurt gavo considerable weight to die fact 
that a special arrangement was come to between the 
’‘Company and the Auditor, for a monthly Audit to be 
(conducted, -which should lead up to the half-yearly 
’4^'dit. This ^monthly Audit consisted merely ip 
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checking the cut lent details and did not invohe the 
preparation of monthly Piofii and Loss Accounts oi 
Balance Sheets. 

In the course of his Judgment, Holmes; L.J., said : - 

Mi kei ms m c ms In Inn elotu little of (Ik k hi il woik himsi U, 
uul the < \ id< u< i nits t to 1h< intuit ot th Mipenision wliuh he 
i»i\e to it th m \ i Misfit ion >* the hooks h deputed to his 
Assist Hit > ukI i( mi t In m +h I nth oi Unix repnn lit ltions 

t!i it In entitled 111 h il me < hut I pre unit this touist is not 
ujiumiiI ntcl tli it in i< < omit ml nub 1 i husiru « is n >t suppose d 
to do <\n\llun^ lmiisili Jin mditoi 1 hound to ^i\t misoniblo 
e n< mil skill Jur* tins (ii 1 o I i i d l \ his deputy 
Thou is no d tot tint loth 111 ppn ion md < m\in^ on l 
ot mi oi< t s would Inn h n tkl <ted il tin mditoi Ind < illid tor 
the mditoi t tie me it ot ot uml uj on \\ln< h ]i i\ m< lit w h ordne d 
Hid compiled thun with Hi luU t I should h n thou Jit this 

w is put of tin i iditoi s elut> foi in ui n i sons hut ip*nt 

altogether hom tin st i nnnts o! out ml tin monthl\ t hi t k, 
I do not mid ist md Ik w 111 < nun mi ot the mvoms could Inn 

esciped d tec i m l»\ tin i » ii t mt v ho should Inn used dm < lie 

ind skill md \ ho was not t mu< m lime I hi molten i mud 
ova wen iiltiui iti 1\ posted to Hi hiUi i 11 tin v weu posh d to 
their inn d i ( < s t wot hi Ik it on >pa nt th < tin y vw n not ( ntued 

m it the propn t m It Hi > v u |o t f <1 index t list dites why 

w is th's not d fund wh n th led i mounts weie <li<ek«d with 
the invoiees } Vud wlun no inxoncs t mu into th< hooks it n 
til nutted tint this o i Jit to hi uul suspicion Pin these it ison- 
I am ot opinion (hit ii <Lm < le md lihihid Ik n exeicised, the 
eftirvnii, oui md the supp < ion ot m\oi< s would h in hi ui elia 
coieied md tin nuditoi i li >1 i im d nn,i the com^anx has 
svuit lined liom tin undti l ite next o 4 h *ihtu m tin hiliuu sheet 
duo to this ( inse wine 1 nu i 1th IV>- T * « nsidu th it not onl> 
a»to Mr K< \ ms md lus i sist mis not in iiom hi mu ior this, hut 

also toi the mu limit 1 w ^ th udi w i e nu d out 

+ + 

* ^e) The London 0*1 storage co , lim.ted, Seeai, Haslutk* 
& Co. (looi u t 1 ii li 1 ) 

Held, that an Auditoi is liable for any clamu-jo 
ifustainetl b> a Company b> iiuson oi Ins oimssio* to 
verify the existence of Assets stated in the "Balance 
Sheet. 

This was an Action brought by the Uompany tor 
damages for alleged neglect by the Auditor in omitting 

iVj, 
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to venfy the existence of a sum of about £700, 'shown 
in the Balanc e Sheet as Petty Cash in hand As a fact, 
the balance in hand was only £30, and the difference 
had been mis.ippiopu.ited bv the Seoietan, who kept 
the Pel tv Cash Book 

The \uditoi’s clei k did not < mint tho balance of ca^h 
in hand, but meielv k foiled to the Petty Cash Book, to 
see that the amount shown m th it book agieed with the 
amount shown in the balance Sliced. 

This case was he ml befoie Vlvcistone, <\«T., and a 
Special duty, with the lesult that the .Jiuy found the 
Auditor liad commit ted < bicsich of duty, and assessed 
the damages at live guinea*. The. 1 1113. eonsidcied that 
the Directois had been guilty of gross negligence in 
allowing such a laige balance of cash to lemain m the 
hands of the Petty ( 'asliiei , and it was owing to this latt 
that the damages gi\ en against the Anditoi weie of such 
a no inin il amount. 

In the course of his summing-up, Alverstone, C.J., 
said : 

“ I lit imlitoi mo I untloubti dh (lot s until it ikt \ti> considerably 
n xpoi ‘.ibilitns and is habit loi tlit pi opt 1 distil ngo ot Ins duties, 
entl d l>\ flit inflict ot Ins dntits oi b> \ ant ol ic tsouablt oaro, be 
nc "let (s Jus duty and (linnet is t tnsed to tho company as such, 
he is itsponsibh tin tint dun up Hit plainti its must e>atibiy 

you that tho dimagi has hi in tut isioncd, to "whatever extent you 
think it \\ is oct isioncd b\ tht hit tell ol duty on tho pa.it oi tho 
HUditoi Hit condutt ol (lit dot (tins is no answer to any 

broach oi dutv In tht dthnduit, hut it is a cut u instance >011 must 
‘take into cousidti.it ion, Ixemst it \ ou art oi opinim that tho loss 
was occasioned by tlit man aim" tho money m const qucnce ol 
lhoio bang .1 want oi moptr contud tn cr him, then the tact oi there 
bang a broach of duty by tho auditor js what wo lawyers call a 
cauM causann, whuh contributed to, but would not bo the cause of, 
tho loss . . . Watt ho guilty of broach of duty, and, if so, what 

lofts was occasioned to tins company bv that breach of duty f You 
must not put upon him the loss by reason ot thoit occurring afte& 
words or before, but you must put upon him such damages as you 
consider in, your opinion were really caused by his not having fulfilled 
his duty as auditor of the « ompany." 
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§4.— Legal Decisions Considered. 

(a) Liability for Negligence under Common Law. 

Every Agent is presumed to biing leasonable skill 
and diligence to bear upon the work which lie is em- 
ployed to do, and an Auditor, who ma y be said to be an 
Agent to the extent ot his duties as Auditor, is no 
exception to this rule. U, theietoie, an Auditor is 
guilty of negligence in the execution ot his duty, lie may 
be held liable to make good <1113 damage icsulting from 
such negligence. 

This liability mixes under the ordinary law of 
contract, and the question a> to wliethei the Auditor is 
subject to it in any particular case, will depend entirely 
upon tlie circumstances. In the piovmt state of Pro- 
fessional Accountancy, the geneial a\eiage of skill and 
diligence attained by Auditor- has leaclted a high 
standard, and the question as to whether an Auditor 
is or is not guilty ol negligence in any particular ease, 
is largely determined by a ( omp.nison w it h the standard 
to which the principal members ot the piolession con- 
form. 

It has already been pointed out that it is extremely 
important tor the Audiloi ol a pm ate linn to have a 
clear understanding with his client" as to the extent of 
his responsibility. This was illustrated in the case of 
Wilde and OtJuu s v. Cap if- DaUjUN, (181)7. “ Times,” 
28th May), where, owing to the Auditors omitting to 
examine the Pass -Book, frauds were not discovered. 
The defence in this case was that an Audit of the Cash 
transactions was not part of the original arrangement, 
but this could not be substantiated, and a settlement 
was arrived at. 

• A further instance of the Auditor’s liability in this 
connection is to be found in the case of Smith r. Shear d 
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(1906, 34 Acct. L. 11. 65), The defence in this instance 
was that no agreement to perform an Audit had ever 
been come to ; an actual Audit a as not peifoimed, and 
Hs a result defalcations were not discovered. The 
defence, howevei, ’was not substantiated, and the 
Auditors were held liable, although no certificate 
was placed by them on the accounts. The absence of 
Mich eeitilicate, thmoioie, though it mav have an im- 
portant bearing on the icsult, will not of itself be 
sufficient to fiee the Vuilitor tiom liability. 

In thee iso of < ho . Fot <{■ S Uni' \. 1 lom^h (limit <0 
Co. (1918, 50 \ it. k.ll 29), the Xiionntuits weio 
emploved to check the hooks uid pi<p»i< , counts 
hut they did not cviinme the piss- book, mil wen* held 
liable loi damages in consequence ol clef ale ations 
aiising wlui h would Ii* iu lx en disc oveied had the pass- 
book been examined. The defence was that no audit 
w r as undertaken, and th.it it was not uecessaiy to 
examine the pass-book m checking the mathematical 
accurate of the books ancl pit panne « count-,. The 
Couit held, how ewer, th«t the then ling of the books 
and the pi cp<n at ion of accounts nuclei the cue urn stances 
in question, wheie “Cash at Bank ' w inserted in 
the Balance Sheet b\ the \e c ou nt ants, implied a duty 
on theii pait to si>e that this asset actually existed. 
r £lie yvholc cpiestion in these c apes is as to the precise 
irttis of the agreement, ancl unless the limitations of 
responsibility ate ' eiv eleaily delined between the 
parties, the Aeountant or Auditor should regard 
himself as untlci as tnuoli responsibility- as if he were 
conducting a complete Audit. 

4 In the case of Martin v. Isitt (1898, Acct. L. R. 41),* 
a similar fraud took place. One of the terms of the 
contract for the Audit was that it should be a monthly 
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one, fyiit although the fraud commenced in November, 

1896, it was not discovered bv the Auditors until April, 

1897, thus enabling the defalcations to be continued 
during that period. The defence was* that the delay 
was occasioned by the state of the books, but a settle- 
ment was ultimately anived at. 

The failure to detect defah at inns was the occasion 
of the case of the Adtuthan Sham ship Com pant/, Ltd., 
and Othn s, \. Hat mood Hanna <(• Son (1900, “ Liverpool 
Mercury,” 2nd and 3rd Ma-rth), where an Action was 
brought for damages for alleged negligence, which 
was ultimately settled in fav our of the plaintiffs. 

In the case of the Lomhm Oil Slot aye fW m Ltd.. 
v. Scear, Haul t ick <f- Co. (1904, Aeet. L. 11. 31, l), it was 
held “that it is the duty of die Auditor of a Company 
t# take proper steps to verily the existence of Assets. 
The point aro«e in connection with the verification of 
the Potty Cash Balance, which was shown by the books 
to be £700, but the amount in hand was actually found to 
bo only £30. The Auditor contended that his duties 
ended when he had seen that the entlies in the books 
oreated an Asset. The absurdity of such a contention 
is manifest, and it was found that the Auditor had com- 
mitted a breach of duty in not vouching the existence 
of the Cash in hand. The damages against the Auditor 
were assessed at five guineas, the Jury stating that in 
their opinion the Directors had been guilty of gross? 
negligence in allowing so large a sum to remain in the 
hands of the Petty Cashier. This is important, as 
illustrating the point that the Auditor ip only liable 
for such damages as were actually occasioned by the 
act of negligence. 

' An Auditor has been held liable for omitting to de- 
4*01 fraudulent suppression, or carrying over of Invoices 
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for goods purchased, the Court holding in tin* particular 
Circumsl uncos that he ought to have discovered the 
fraud by the exercise of reasonable skill and diligence. 
This portion of the Audit was not performed by the 
Audil or himself, but by his clerks, and the Court stated 
that although the Auditor is bound to give reasonable 
care and skill, this can also be eseicised by his deputy. 
At the .same time, if the deputy tails in his duty, the 
icsponsibility tails upon the Auditor; and where such 
failure is due to lack of supenision on the part of the 
Auditor, in allow ing the details of the Audit to be earned 
out in a mechanical way In lii s eleiks, he must sufler 
the consequences. (Tin IiiGi Woolhn ('t»npani/, Ltd., 
v. Ti/soii <(• Others , supia.) 

(b) I. iability for Misfcasaiue. 

The term *' bisteasanee ” implies a breach of dutj. 
The Auditoi ot i ( oc.panv, theietoie, commits a 
misfeasance it lie is negligent in the performance of 
his duties as Auditor, but he cannot be made liable 
in damages undet s 2r> ot the Companies (Consolida- 
tion) Act, 1WIS. in th<‘ o\ent ot winding-up, unless such 
misfeasance has diteetlv lesulted in damage to the 
Company. If is possible to eoneche negligence on the 
pait of the Auditor, insulting in damage of various 
kinds to a Company, but in the majority of cases the 
damage takes the form of the improper payment of 
Dividends out of Capital, which would not have been 
paid had the Auditor not committed a misfeasance. 

The two principal cases on the subject have been 
taken on the question of dividends, and are known as 
In re the London <t> General Bank, No. 2 {supra), apd 
In re the Kingston Cotton Mill Oo„ Ltd., No. 2 (supra)*. 
tn the first case the Auditor was hold' liable by the 
Court of Appeal ; in the second case he was not. 
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Thfe most important passages in the judgments 
have been priuted in the preceding section, and from 
a perusal thereof it is possible to arrive at the genorul 
principles which the( Vnut ol Appeal consider should be 
followed by the Audi I or in ihe peilormanee of his duties. 

In the London and nii'd i>,ntk case it was proved 
that the Auditor was aw an ot the serious position of 
theCompan\, owing to the hut ih.u 1 irgesums advanced 
to customers on Loans and v 'uncut Account wore in- 
sufliciently secured, and he was also aware that interest 
on such advances was taken to the credit of the Prolit 
and Loss Account, although such interest had not been 
paid or ies»*r\ed against. He r< poitrd upon this state 
of affairs to the I)iu\ toi->, but laded to induce them 
to make the necessary alt nations in the Accounts, or 
to retrain from paying a dnidend. Lindley, L.J., said 
that taking the Balance* Shea. ( ‘eitilic ite, and Report 
together, the Auditor •dated the tine financial position 
of the Bank to the Dneetoi-, and it this Report had 
been laid before the Miaieholdeis he would have 
completely discharged his duty to them. The mis- 
feasance in this instance consisted m not placing this 
information before tin* Shareholders. It was poiuted 
out by the learned Judge that inloiniation. and moans 
o f information, arc not eipmah-nt terms, and that a 
pe rson w ho se duty it is to tomey inloiniation to^thcjta 
docs not discharge that duly by simply gi\ing them 
SOMtnufTTuiformation as is calculated to induc e them . 
or~soirm"of them, to ask for more. An A uditor who 
a dopts sncli a course as this does so at his peril, and 
runs a very serious risk of being held judicially to have 
tailed to discharge his duty. 

„ It should be remembered that this decision 
was given before there was any direct statutory 
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authority under which the Auditor’s Report ccfuld he 
made to the Shareholders privately, without being 
published with the Accounts. It was then sometimes 
a very difficult matter for the \uditor to deeido what 
he should do. If the circumstances vcie such that the 
publication of a full Report would he detrimental to 
the Company's interests, as it certainly would be in 
the case of a Bank where the Report was unfavourable, 
he had to choose between taking this course, and 
possibly damaging the credit of the Bank inetriex ably, 
or signing a Report or Certificate conveying little or 
no information, and ruining the risk of being hold 
liable for misfeasance. The present law provides 
machinery whereby the Auditor can escape from this 
difficult position, since his Report need not be published 
with the Balance Sheet. It is clearly the Auditor^ 
duty, therefore, in casos where the Balance Sheet is 
not in order, to report fully to the Shareholders. It 
will then remain for the Directors to decide whether to 
publish such Report or not, and the Auditor will be 
entirely free from responsibility in tlie matter. 

The A uditor is not concerned whether the business 
o f the Company is prudently or imprudently conducted* 
and"rfrT ir no part of his duty to gi\e advice either to 
dir ector s or to Shareholders. Whether dividends are 
properly or improperly declared, is immaterial to ,the 
Au dito r, provided he discharges his own duty to the 
SEarehoIdgrs. 

v The Auditor’s duty is not merely confined to 
verifying the arithmetical correctness of the Balance 
Sheet, and comparing it with the books, He must _ 
make proper enquiries to see that the books of t1a4 
Company themselves show the true position ; at the 
Isitae time, he is not bound to do more than exe^se . 
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reasonable care and skill. He is not an insurer ; he 
does not guarantee that the books do correctly show 
the true position of the Company’s affairs ; neither 
does he guarantee that the Balance Sheet is accurate, 
according to the books. Tho \uditor must be honest, 
that is, he must not certify what he does not believe 
to be true, and he must lake reasonable care and skill 
before he believes that what lie certifies is true. 

The case of hi te the Kingston Cation Mill Co., Ltd., 
No. 2 (supra), makes it clear that in the absence of 
suspicious circumstances the Auditor is not liable for 
the correctness of the Stock-in-Trade appearing in tho 
Balance Sheet. In that case the Stock-in-Trade had 
been deliberately manipulated, and the Auditors 
accepted the certiticate of the Manager as to the 
correctness thereof, without checking the stock in 
detail. The Court of Appeal held that they were not 
guilty of negligence in so doing ; that it is not tho duty 
of tho Auditor to take stock, but that ho is entitled 
to rely upon other people for details of this nature. Jn 
the absence of suspicious circumstances, the Auditor can 
rely upon the representations of trusted officials ; he 
is justified in believing tried servants of the Company, 
in whom confidence is placed by the Company. 

Lopes, L.J., said that Auditors must not be held 
liable for not tracking^ ingenious and carefully-laid 
schemes of fraud, when there is nothing to arouse their 
suspicion, and when those frauds are perpetrated by 
tried servants of the Company, and are undetected 
for years by the Directors. 

' This decision is valuable, as defining, to some extent, 
the*. liability of the Auditor, but it should be observed 
that the question as to whether or not the Auditor may 
he held to have been negligent, will depend entirely 
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upon the circumstances in each case; that tbls is so 
id qonfirmed by the decision in Henry Squire (Cash 
Chemists , Limited) v. Ball, Baker & Co. and Mead^y, 
Same (44, Acct. L. R. 25)7" 

It was shown in the course of this case that Stock 
Sheets had been falsified for years, and that they 
Contained numerous alterations, which, it was argued, 
should have caused suspicion. It was held that the 
Auditors had relied upon the certificate of a responsible 
ofifcjjy., and their suspicions had not been aroused in 
the course of their investigations, and that in the given 
circumstances there war nothing necessarily to arouse 
the suspicions of an Auditor who had exercised the 
skill necessary in conducting the audit. 

It has already been pointed out in Chapter V., § 4 
(o), that the Auditor’s duty in relation to Stock-in- 
Trade should not be confined to ascertaining that the 
Stock Sheets are duly certified by some responsible 
official, but that he should test the accuracy of the 
details as far as may be reasonable. 

It is the duty of an Auditor of a Limited Company 
to make himself acquainted with his duties under the 
Articles of the Company and under the Companies Acts 


for the time being in force, and this particularly applies 
to the passing of payments made by the Directors vltrty 


vines. 


Where such payments have been made the Audited 
must be particularly careful to refer to them in his 
Report to the Shareholders, since if this is not done If! 
flight he held that the Company had suffered loss jjefj 
of toifc having heeh able to recover % 



THE LIABILITY OB AUDITORS. 49$ 

naturd Arose, but where the Auditors had pointed out 
(he facts or they had been disclosed on the face of the 
Accounts, it was held that damage to the Company had 
not been established and that the Auditors had not been 
guilty of any breach of duty. 

In conclusion, it may be said that the measure of an 
Auditor’s liability in any particular case will depend 
Upon the skill and diligence with which he has performed 
his duties. The Auditor who exercises reasonable care 
and skill, whether in performing the work himself, 
Or by delegation to his clerks, or in accepting repre- 
sentations of trusted officials, should not find himself 
Subject to any liability. 
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gOTS 'AUDIT OF PARTNERSHIP ACCOUNTS 


.r/i 


!i— The Partnership Act, 1890. 


'v\}\ ! 


\ Partnership, as defined by the Partnership Act,l800i 
ipfl the relation which exists between persons carrying 
1 Oir a business in common, with a view to profit. , This Adi 
;» codified the Law of Partnership, and applies in ail 


far as the rights of the Partners inter se are cOn< 

where by a Deed of Partnership or by muturi; 



other provisions are made. 


^iS.^.Th©' following are the most important Sections fn&j 
•Ifelnb;’ Auditor’s point of view. ■' ij 

Unless the contrary intention appears, property bought rrafe 
belonging to the firm is deemed to have been bought on aceouii'l 
the '.Ann. * 1 1 ' 

v^| 4 ' f ;.Xh e Interests of partners in the partnership 
rights and duties in relation to the partnership shall 

to any agreement, express or implied,, - betw^i^ Jj|jj 
ohii by the following rules 

llllll ,v All ' the partners are entitled to shfc^e 1 equidj^ 1 '^ 1 

& Wr^ 1 : : ihd. , 'profl,ts of' the business* and must 
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which he has agreed to subscribe, is entitled to interest at 
the rate of 5 per cent, per annum from the date of the payment 
or advance. 

(4) A partner is not entitled, before the ascertainment of profits, 
to interest on the capital subscribed by him. 

(5) Every partner may take part m the management of the 
partnership business. 

(6) No partner shall be .entitled to remuneration for acting in 
the partnership business. 

(7) No person may bo introduced as a partner without the 
consent ol all existing partners. 

(8) Any difference arising as to ordinary matters connected with 
the partnership business may be decided by a majority of 
the partners, but no change may be made in the nature of 
the partnership business without the consent of all existing 
partners. 

(9) The partnership books are to be kept at the place of business 
of the partnership (or the principal i>lace, if there is more 
than one), and every partner may, when he thinks fit, have 
access to and inspect and copy any of them. 

28. Partners are bound to render true accounts and full informa- 
tion oi all things affecting the partnership to any paitner or his legal 
representatives. 

29. — (1) Every partner must account to the firm for any benefit 
derived by him without the consent of the other paitners from any 
transaction concerning the partnership, or from any use by him of the 
partnership property, nanje, or business connection. 

(2) This section applies also to transactions undertaken after a 
partnership has been dissolved by the death of a partner, and before 
the affairs thereof have been completely wound up, either by any 
surviving partner or by the icpresentatives of the deceased partner. 

89, On the dissolution of a partnership, every partner is entitled 
as against the other partners m the firm, and all persons claiming 
through them in respect of their interests as partners, to have the 
4 property of the partnership applied in payment of the debts and 
liabilities of the firm, and to have the surplus assets, after such payment, 
applied in payment of what may be due to the partners respectively, 
after deducting what may be due from them as partners to the firm t 
tod for that purpose any partner or his representatives may, on the 
termination of the partnership, apply to the court to wind up the 
' business and affairs of the firm. 

40, Where one partner has paid a premium to another m eMtofaf 
JggMjf for the partneml^is 

court itisfr order Ait TSnayment M 
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such pail; thereof as it thinks just, having regard to the terms of the 
partnership contract, and to the length of time during which the 
partnership has continued , unless— 

(а) the dissolution is, m the judgment of the conrt, wholly or 
chiefly due to the misconduct of the partner wno paid the 
premium , or, 

(б) the paitnership has bun dissolved bv an agreement con 
taming no provision foi i n turn of any part ot the premium. 

42 — (1) Wheie any memlxi oi i firm ifeis died, or otherwise 
ceased to be a paitnoi, and the sunning or continuing partners carry 
on the business of the fum, with its capital or assets, without any 
hnal settlement ot accounts as between the firm and the outgoing 
partner or his estate, then, m the ibscnce ol any agreement to the 
contrary, the outgoing pntner oi his cst i»to is entitled at the option 
of himselt or his representatives to such share of the profits made 
sine© the dissolution as the court may find to be attributable to the 
use of his share of the partnership assets, oi to interest at the rate 
ot 5 per centum pei annum on the amount of his shaie of the partnci- 
ship assots. 

(2) Provided that where by the pirtnership contract an option 
is given to surviving or continuing paitn< rs to purchase the mtwest 
<*f the deceased or outgoing paitnu, <md that option is duly exeicised, 
the estate ot the deccised partner oi the outgoing paitnoi, or his 
estate, as the case may bo, is not entitled to iny iurthei or other shaie 
ot profits , but if any partner, assuming to act m exercise of the option, 
does not in all maternal respects comply with the turns thcreoi, he 
is liable to account under the loicgoing provisions ot this section 

48 Subject to any agreement between the partners, the amount 
due from surviving or continuing paitnerS to an outgoing partner, 
or the repiesentative ot a dtecisui pirtnei, in respect oi the out- 
going or deceased p t irtnci s share, is i dc bt accruing at the date of 
the dissolution or death 

44, In settling accounts between the putncis after a dissolution 
of partnership, the following rules shall, subject to any agreement, 
be observed — 

(а) Losses, including losses and deficiencies of capital, shall be 

, paid first out ot profits, next out ot capital, and lastly, if 

necessary, by the paitncrs individually, m the proportion 
m which they were entitled to share profits; 

(б) The assots of the firm, including the sums (if any) contnbui^d 
by the partners to make up losses or deficiencies of oapit*}* 
shall be applied m the following manner and order * 

(1) In paying the debts and liabilities of the firm to persons 
who are not partners therein ; 

(jj) wfytf %di« 

him for advance, a, diatburuiahed Item flfcntwU 
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(3) In paying to each partner rateably what is (fue from 
the Ann to hun in respeot of capital ; 

(4) The ultimate residue (if any) shall be divided among the 
partners in the proportion in whioh profits are divisible. 


§ 2. — Partnership Deeds. 

It has already been pointed out in Chapter I., § 4 (6), 
that the Audit of Partnership Accounts is not performed 
under Statute, but under the Deed of Partnership, or 
by mutual agreement between the Partners, and that 
the Auditor’s duties consequently depend upon the 
instructions he receives from his clients. 

The importance of the Auditor’s duties being defined 
in writing was there pointed out, since in the case of 
private firms Auditors frequently perform Accountancy 
work in addition to Audit work proper; or, on the othev 
hand, they may not bo required to undertake the whole 
of the work that would be necessary were a complete 
Audit carried out. In Chapter XII., § 4 (a), the 
Auditor’s liability in this connection is discussed. 

On taking up a Partnership Audit, the Auditor 
should ask for the Deed of Partnership. If there is 
no deed or written agreement, he should obtain in 
writing a statement of any arrangements mutually 
agreed upon by the Partners, differing from the pro- 
visions of the Partnership Act, 1 890. 

The Deed of Partnership should be particularly 
examined with reference to the following points t 

(1) As to Capital, and whether each Partner corn- 
tributes a fixed amount or otherwise, 

(2) As to the division of Profits and Losses, ioahj^f*', 

Capital profits and Losses. VV'i 

&th«r the Capitals are 

Mbto* adjusted, 
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1 whether same are to be adjusted in the Capital 
Accounts. 

(4) Whether Interest on Capital or Drawings, or 
both, is chargeable, and the rate thereof. 

(5) Whether Partners’ Current Accounts (if any) 
are to bear interest, and the rate thereof. 

(6) Whether Drawings in advance of Profits are 
permitted, and if so, with what limitations. 

(7) As to Partners’ Salaries (if any). 

(8) Clauses as to the preparation of Accounts: 
whether the same are to be auditod, and signed 
by the Partners, and whether such signatures 
shall bind the Partners. 

(9) The method (if any) of determining the amount 
of goodwill in the event of the death of any one 
of the Partners. 

(10) Provision as to the taking of accounts at the 
death of any Partner. 

(11) Provision as to the treatment of Partnership 
Insurance Policies (if any). 


§ 3. — The Adjustment of the Rights of Partners 

inter se. 

One of the most important of the Auditor’s duties 
in connection with Partnership Accounts is to*, see 
that the rights of the several partners inter se have been 
properly adjusted in accordance with the terms of the 
Deed, or mutual arrangement. 

As to how far the authority of one Partner (even 
though he be the senior Partner of thfe firm) is sufficient 
J&f the purpose of the Auditor aoting on behalf of the 
l$tsn e# a whole, is a somewhat difficult matter to decibel 

the 
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rights of the other Partners. In such a case the Auditor 
must use his own discretion as to whether he is justified 
in accepting verbal instructions, unless they are con- 
firmed in writing by all the Partners, since one Partner 
cannot be regarded as the Agent of the firm for such a 
matter. This consideration may particularly arise 
where there are disputes between one or more of the 
Partners, or where one Partner has been acting im- 
properly, or in contra vent ion of the terms of the Deed. 

The more usual adjustments in Partnership Accounts 
will now bo considered. 

(a) Interest on Capital. 

Unless provided for in the Deed of Partnership, or 
by mutual agreement. Interest on Capital is not charge- 
able. In cases where the Capitals of the Partners aie 
not in the Bamo ratio as that in which they share 
Profits or Losses, it is usually agreed to charge 
Interest on Capital at the rate of 5 per cent, per 
annum. 

Where the Capital Accounts are fixed, interest will 
be charged on such amounts, and will not apply to the 
accumulation of undrawn profits, unless it is mutually 
agreed that this should be so. Sometimes such accumu- 
lations bear interest at a lower rate than on the Capital 
employed. Interest should be calculated on the opening 
balance of Capital from date of the last account, subject 
to any necessary adjustment in respect of Capital paid 
in or withdrawn during the period. 

Where Partners have made advances to the firm, 
or introduced more Capital than originally agreed upon, 
they are entitled to interest thereon at 5 per cent, 
.per annum, even though they may not be entitled to 
Interest on Capital. 
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(b) Partners’ Salaries. 

Salaries are sometimos payable to one or more of 
the Partners, either in lieu of a share of the profits or 
in addition thereto. Tin's principle is frequently 
adopted in connection with a junior Partner, or where 
one or more of the Paitneis leave the larger share of 
the management of the business to a remaining Partner 
or Partners. 

Any Partners’ Salaries agreed upon should be 
charged to the Profit and Loss Account, before the 
Profits are divided between the Partners. 

(c) Partners’ Drawings. 

The Auditor should vouch Partners’ Drawings on 
account of profit with the returned cheques, and should 
ascertain that the amounts withdrawn are in accordance 
with the limitations imposed by tlio Deed of Partner- 
ship (if any), or by mutual agreement. In some cases 
it is usual for Partners to utilise their Drawing Account 
as a means of discharging private expenditure, and 
in such a case the actual Drawings will be somewhat 
more difficult to vouch, as the vouchers will usually 
be retained by the Partner as affecting his private 
affairs ; while the inspection of the returned cheques 
will not afford much evidence that the item should be 
charged to the Partners’ Account. 

Cases have been known where Partners’ Drawing 
Accounts have been utilised for the purpose of con- 
cealing fraud, either on the part of an employ^ or on 
the part of another Partner. This has been effected 
by means of improperly charging items to a Partner’s 
Account, and as many Partners make no attempt to 
* check their own Drawing or Current Accounts, such 
manip ulation might easily pass unnoticed for some 
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time. It is important, therefore, that the Auditor 
should obtain sufficient evidence that the Drawings 
are in order ; and, if this is not forthcoming, he should 
suggest that the Partners should initial their Drawing 
Accounts in the Ledger, as having agreed the same. 

Where Partners’ Drawings are irregular, provision 
may be made to charge Interest thereon, commonly 
at a lower rate than Interest on Capital. The calcu- 
lation of the Interest should be made from the date 
of each Drawing to the date of the Account. 


(d) The Adjustment of Income Tax. 

The assessment to Income Tax is made on the firm 
as a whole ; but proA r ision is made whereby a Partner 
can claim any exemption, relief or abatement, to which 
# he may be entitled, provided he makes the necessary 
Return in support of his claim. 

If the Income Tax Return made on behalf of the 
firm is properly filled up, and all the relief and allow- 
k ances claimed to which any Partner may be individually 
entitled^ whether in the shape of exemption, abatement, 
relief in respect of earned income, or allowance for Life 
Insurance Premiums, the actual assessment ultimately 
made upon the firm may be divided as between tax 
payable at the higher and lower rates respectively. The 
allocation of the amount so payable by the firm, as 
between the various Partners, is a matter of material ( 
consequence, and the Auditor should ascertain that 1 
this has been correctly done. 

The practical difficulties involved in the proper 
adjustment of Partnership Income Tax under all bu£ 
J§!» most simple conditions are considerable. It is not 
Ifithin the isoape of the present volume to # deal further 
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with this*subject, ( which is fully discussed aud illustrated 
in the Authors’ volume on Income Tax in Relation to 
Accounts. 

Similar remarks apply to the preparation oi 
Accounts for the purpose of the returns of individual 
partners for Super Tax. 


§ 4 .— The Limited Partnerships Act, 1907. 

The Limited Partnerships Act, 1907, came into 
Operation the first day of January, 1908, and estab- 
lished for the first time the principle of Limited Part- 
nerships. 

• The following are the most important sections from 
the Auditor’s point of view : — 

4. -(]) From and alter Hit* commencement ol thin Act limited 
partnerships may be formed m the manner and subject to the con- 
ditions by this Act provided. 

f (2) A limited partnership shall not consist, in the ease of a 
partnership carrying on the business ol banking, of more than ten* 
persons, and, in the ease of any other partnership, of more than twenty 
persons, and mud consist of one or more persons called, general 
partners, who shall be liable lor all debts and obligations of the firm, 
aud one or more poisons to bo called limited partners, who shall at 
the time of entering into such partnership contribute thereto a sum 
or sums as capital or property valued at a stated amount, and who 
shall not be liable for the debts 01 obligations oi the firm beyond the 
amount so contributed. 

(3) A limited partner shall not during the continuance of the 
partnership, either directly or indited ly, draw out or receive back 

* any part of his contribution, and it ho does so draw out or receive 
back any such part shall be liable for the debts and obligations of 
the firm up to the amount so drawn out or received back. 

(4) A body corporate may be a limited partner. 

* 5, Every limited partnership must be registered as such in 
accordance with the provisions of this Act, or in default thereof it 
ahalt be deemed to be a general partnership, and every limited partner 
dhlfi fee deemed to be a general partner. 
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6 . — (1) A limited partner shall not take part in the iharfagement 
of the partnership business, and shall not have power to bind the 
* firm : 

Provided that a limited partner ftiay by himself or his agent at 
any time inspect the books of the firm and examine into the state 
and prospects of the partnership business, and may advise with the 
partners thereon. 

If a limited partner takes part in tho management of the partner- 
ship business he shall bo liable for all debts and obligations of the 
firm incurred while he so takes part in the management as though 
he were a general partner. 

(2) A limited partnership shall not be dissolved by the death 
or bankruptcy of a limited partner, and the lunacy of a limited partner 
shall not be a ground for dissolution of the partnership by the court 
unless the lunatic’s share cannot be otherwise ascertained and realised. 


(3) In the event of the dissolution of a limited partnership its 
affairs shall be wound up by the general partners unless the court 
otherwise orders. 


(5) Subject to any agreement expressed or implied between the 
partners — 

(a) Any difference arising as to ordinary matters connected witjji 

» the partnership business may bo decided by a majority of 

the general partners ; 

(b) A limited partner may, with the consent of the general 
partners, assign his share in the partnership, and upon such 
an assignment the assignee shall become a limited partner 
with all the rights of the assignor ; 

> (c) The other partners shall not be entitled to dissolve the 

partnership by reason of any limited partner suffering his 
share to be charged for his separate debt ; 

( d ) A person may be introduced as a partner without the 
consent of the existing limited partners ; 

's (e) A limited partner shall not be entitled to dissolve the partner- 
ship by notice. 


> 1 7. Subject to the provisions of this Act, the Partnership Act, . 

> 1890, and the rules of equity and of common law applicable to 
; partnerships, except so far as they are inconsistent with the express, 
provisions of the last-mentioned Act, shall apply to limited partner^ 
«MpS, , , 


Section 24 of the Bankruptcy and Deeded 


4 


K l - • t , 
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§ 5. — Audit on behalf of an Individual Partner 
or Credito/s. 

In certain instances an Auditor is appointed to aot 
for an Individual Partner, or for a Creditor. Where this 
is so, the Auditor should ascertain that the precise 
limits of his responsibility arc defined. Where he is 
appointed at the instance of one Partner, or of a Creditor, 
but his remuneration is paid by the firm, he may be 
acting jointly in the interests of all parties, unless the 
contrary is clearly expressed. 

Instances in which Audits of this nature may take 
place, and the special points to which the Auditor 
should direct his attention, assuming him to be acting 
solely for the individual appointing him, will now be 
considered. 

(a) Audit on behalf of a l.imited Partner. 

Under § 6 of the Limited Partnerships Act, 1907, a 
Limited Partner may by his Agent at any time inspect 
the books of the firm, and examine into the state and 
prospects of the Partnership business. This clause 
gives the Limited Paitner power to appoint an Auditor 
on his behalf. 

In such a ease the Auditor would pay particular 
attention to certain points in addition to the ordinary 
work involved in an Audit of the business concerned. 

It should bo seen that the profits as shown by the 
Profit and Loss Account are not understated by reason 
' of excessive reserves, or unnecessary provision for 
depreciation ; and that profits are not charged with items 
of a Capital nature, since in either of these cases the 
effect would be to reduce the share of profit to be 
oredited to the Limited Partner, and he might altogether 
lose the benefit of profits so applied, in the event of 
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the repayment of his Capital at the conclusion of the 
Partnership. * , 

It should be seen that all the requirements of the 
Limited Partnerships Act, 1907, have been complied 
with, and that the Limited Partnership is duly re- 
gistered with the Pegistrar of Joint Stock Companies, 
as if this has not been done the Limited Partner will be 
regarded as a General Partner, and will be liable accord- 
ingly. 

Tt should bo seen that the General Partners do not 
overdraw in respect of either Profits or Capital in excess 
of the powers contained in the Deed of Partnership. 

The Auditor must utilise his own discretion as to 
the extent of his examination, and will not be able to 
accept any instructions from the General Partners as to 
limitation of his investigation. 

• (b) Audit on behalf of a Sleeping Partner. 

The term “ Sleeping Partner ” is applied to a Partner 
when ho retires from active participation in the business, 
but retains his capital therein, and probably a reduced 
share of profits. 

Such a Partner may desire to appoint an Auditor on 
his behalf, when similar points would arise in the course 
of the Audit as have been dealt with in the preceding 
paragraph, except in so far as the remarks there apply 
specifically to Limited Partnerships. 

As the liability of such a Partner is unlimited, and 
he is not concerned in the active management of the 
business, the Auditor appointed on his behalf should 
report to frim on any transactions of a nature to affect 
his interests, especially wheijs transactions are entered 
. into of speculative character, which do not form part 
^ pf the ordinary business of the firm. * , 
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(c) Audit on behalf of a Retired Partner. 

On the occasion of the retirement of a Partner, 
where a firm have not previously employed Auditors, 
an Auditor may be appointed for the purpose of ex- 
amining the Accounts, and ascertaining that the rights 
of the Partners inter se, and particularly the rights of 
the retiring Partner, are properly adjusted. In such 
a case he should take care to ascertain whether he is 
acting for the firm as a whole, or merely for the retiring 
Partner. 

It should be seen that the pi ovisions of the Partner- 
ship Deed relating to the retiiemont of a Partner have 
been complied with, and that the whole of the firm’s 
assets are brought into account at a proper valuation. 

It should also be ascertained that all outstanding 
assets and liabilities have been included, in order that 
the final balance of Profit and Capital due to the retiring 
Partner may be accurately asceitaincd. 

A retiring Partner may wish to determine his lia- 
bility, but at the same time to leav e the whole or some 
portion of his Capital in the business', taking advantage 
of sub-section 3 (d) of £ 2 of the Partnership Act, 1890. 
The Capital so remaining becomes then a loan to the 
Partnership, the letning Paitner receiving interest 
thereon varying with the profits. 

Such an individual it sometimes termed a “ Quasi ” 
Partner, but is in effect simply a Deferred Creditor, 
his loan not being repayable until all the outside 
creditors of the firm aie paid m full, unless the same is 
secured. There must be au Agreement in writing 
between the parties, which should be examined by the 
Auditor, and it should be seen that the balance to the 
credit of the retiring Partner’s Capital Account is 
transferred to a Loan Account, and that the interest 
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payable to him, based on a proportion of the* profits, 
is treated as an expense of the business, and not as all 
. appropriation of profits. 

As the interest takes this form, the Auditor must} 
ascertain that the Profit and Loss Account is correct, 
and similar considerations apply in respect of Reserves, 
Depreciation, frc., as have been already mentioned in 
the case of a Limited Partner. 

Where the retiring Partner leases his Capital in 
the business at a fixed rale of interest, either for a term 
of years or to be repaid by annual instalments, he is 
merely in the position ot a Creditor, but he may appoint 
an Auditor to act on his behalf while the firm remains 
indebted to him. 

The duties of an Auditor in such a case v ill be mainly 
confined to ascertaining the financial position of the 
firm, in order that the retired Partner may take the 
necessary steps if his interest become in any way 
endangered by losses being incurred. 

(d) Audit on behalf of the Representatives of a Deceased 
Partner. 

In some cases provision is made by a Deed of 
Partnership for the Capital of a Deceased Partner to 
be retained in the business for a period of years, or to 
b© repaid over a period of years, subject to interest at 
a fixed rate per cent., and where this is 'the case the 
Executors may desire to appoint an Auditor for the 
purpose of protecting their interests. 

The special duties of such an Auditor are similar 
to those already dealt with in the case of an Auditor 
feting on behalf of a retired Partner. 

Where the representatives of the Deceased Partner,/* 
are #ntitled to payment of a sola in respect of Goodwill, 
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it will* be the duty of the Auditor appointed by 
them to verify the correctness of the amount so 
payable. 

If the Deed contains precise instructions as to how 
the amount is to be arrived at, and particularly where 
the signed accounts are to form. the basis of the calcu- 
lation, few points of difference may arise, but in other 
cases the Auditor may have to go carefully into the 
previous accounts, in order to ascertain that no charges 
have been made against the Pi of it and Loss Account 
which detrimentally affect the lighls of the Deceased 
Partner. 

The amount payable in respect of Goodwill may 
take the form of the payment of a proportion of the 
protits to the legal personal representatives over a term 
of years. The Auditor appointed on their behalf in 
such a case will be mainly concerned with ascertaining 
that the Profit and Loss Accounts for the years in 
question are prepared on a correct basis, and that no 
excessive or secret reserves have been made. 

(e) Audit on behalf of Creditors. 

Where a firm have made an arrangement with their 
Creditors, an Auditor’ is sometimes appointed to audit 
the accounts of the firm on behalf oi the Creditors, until 
the liabilities are completely discharged. 

The special points to which an Auditor in suclv a 
case should direct his attention would vary according 
to the particular circumstances of the trade and the 
instructions of his clients ; but generally speaking, it 
may be said that he should ascertain that the 1 profits 
afe correctly arrived at, and that the Drawings of the 
' Partners are not in excess of any limitation imposed 
W the Creditors. 
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The duties of an Auditor appointed on behalf of a 
Creditor who has lent money to the business would be 
pf a similar nature. If any specific limitations as to 
drawings, or the conduct of the business, have been 
entered into between the lender and the firm, he should 
see that these have b.een adhered to, and, generally 
speaking, his examination will be of such a nature as 
will enable him to report to his client as to the state 
of the affairs of the business, so that the latter can 
ascertain whether the conditions of the loan have been 
complied with, and decide whether it shall be continued. 
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QTHER STATUTES AFFECTING AUDITORS, 

* •% > 

The Statute Law affecting Limited Companies as 

embodied in the Companies (Consolidation) Act, 1908, 
and that affecting Partnei ships as embodied in the 
Partnership Act, 1890, and the Limited Partnerships 
Act, 1907, have been separately dealt with in pre- 
ceding chapters owing to 1 hoi r genet al importance. 

There remain, however, a number of other statutes 
affecting different classes of Audits with which the 
Auditor of such concerns should be familial before 
entering upon his duties. The various sections of su<?h 
statutes that are of importance to Auditors, and the 
forms of Account prescribed in certain instances, will 
be found printed in the Appendix. 

In this chapter it is intended to summarise the 
clauses of the principal Acts relating to the appointment 
and duties of Auditors and the x\ccounts of various 
undertakings concerned. 

§ L — The Companies Clauses Consolidation Act, 
1845. 

The phrase “ Parliamentary Companies ” is applied 
to Companies incorporated by a special Act for the 
.^fpose of carrying on any undertaking for which 
gpeoiaj, powers are necessary. In such cases the special 
Hob must incorporate the Companies Clauses Cion- 
sblkjation Act, 1345. Railway, Gas, Electric 
Wabsr.&nd other concerns of a similar nature ootpe 
tode^iMs heading. 
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Under this Act the following books are compul- 
sory : — 

•(1) Register of Shareholders (§ 9). 

(2) Shareholders’ Address Book (§ 10). 

(3) Register of Mortgages and Bonds (§ 45). 

(4) Register of Holders of ( 'onsolidated Stock (§ 63), 

(5) Minute Book (§ 98). 

The appointment and duties of Auditors are dealt 
with in §§ 101-108. Except where the special Act 
provides otherwise two Auditois must be appointed, 
who retire alternately each year. Each Auditor 
must hold at least one sliaie in the undertaking, but 
this has been repealed as fat as railways are concerned 
by the Regulation of Railways Act, 1868. 

The Directors must deliver to the Auditors the half- 
yearly or other periodical accounts and Balance Sheet, 
and the Auditois must examine the same, and either 
make a special report on the said accounts, or confirm 
them. The Auditois ha\e power to employ such 
Accountants and other poisons as they may think 
proper at the expense ot the Company. 

The Accounts to be kept by the Company and 
submitted to the Shareholder aie dealt with in §§ 115- 
119, while §§ 120-123 relate to Dividends. 

The Companies Clauses Acts, 1863, and 1869, amend 
the Companies Clauses Consolidation Act, 1845, in 
some particulars, and contain further provisions applic- 
able to Companies incorporating that Act. 


§ 2.— Railway Companies Acts. , 

• * Railway Companies are subject to the Railway 
Companies Act, 1867, the Regulation of Railways Act, 
4868, the Railway Companies (Accounts and Return#) 
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Act, 1911, and other Acts in addition to the Companies 
Clauses Acts, and their Special Acts. 

Section 30 of the Railway Companies Act, 1867, as 
amended by § 4 of the Railway Companies (Accounts 
and Returns) Act, 1911, refers to the Audit of railway 
accounts, and provides that no Dividends shall be 
declared until the Auditors have certified that the 
yearly accounts proposed to be issued, contain a full 
and true statement of the financial position of the 
Company, and that the Dividend proposed to be 
declared on an) shares is bond jido due thereon after 
charging the Revenue ol the year with all expenses 
which ought to be paid the eout in the judgment of the 
Auditors. 

Provision is made for dealing with any difference of 
opinion botween the Directors and the Auditors, and 
the powers of the Auditors with reference to the ex- 
amination of books are set out. 

Under § 4 of the Railway Companies (Accounts and 
Returns) Act, 1911, a Railway Company shall not be 
under am obligation to piepare or submit to the Share- 
holders or Auditors statements of accounts oi Balance 
Sheets, or hold Ordinan General Meetings more than 
once a year except where the Company is under an 
obligation to prepare half-yearly accounts in eases 
where those a ('counts are required in connection with 
anv guarantee of dn idend 

Under the same section the Directors may, if it 
appears to them that the profits of the Company are 
sufficient, declare and pay an interim dividend for the 
fipst half of the year, notwithstanding that the accounts 
are not audited for the half-year, and that a statement 
of accounts and Balance Sheet for the half-year are not 
submitted to the Shareholders. . < 
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Under § 12 of the Regulation of Railways Act, 1868, 
the Board of Trade may appoint an Auditor in addition 
to the Auditors of the Company, who shall have the 
same duties and powers as the Auditors of the Company, 
and shall report to the Company. 

Where, in consequence of such appointment, there 
are throe or more Auditors, the Company may declare 
a dividend if the majority of the Auditors certify in 
accordance with the provisions of § 30 of the Railway 
Companies Act, 1867, but the dissenting Auditor or 
Auditors must issue to the Shareholders a statement 
setting forth the grounds on which he differs from his 
colleagues, and affording such information as he thinks 
material to the Shareholders. 

The Railway Companies (Accounts and Returns) 
Act, 1011, provides lor uniform Accounts and Returns 
to be kept every Railway Company according to the 
forms contained in the Schedule to the Act, which will 
be found in the Appendix. 


■ 

§ 3. Gas and Water Companies Acts. 

In addition to their special Acts, the Companies 
Clauses Consolidation Vet, 1845, and other Acts, Gas 
Companies are subject to the Gas Works Clauses Acts, 
1847, and 1871 ; \* hilo Water ( 'ompnnies are subject to 
the Waterworks ( 'lauses Act, 1 847. 

No special provisions as to the appointment of 
Auditors apply in either case. 

Metropolitan Gas Companies are subject to audit 
by an Auditor appointed by the Board of Trade. 

* * Under § 35 of the Gas Works Clauses Act, 1871, 
certain statutory forms of Account arc specified, which 
will be found printed in the Appendix. 
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There is no specified form of Accounts in the case 
of Water Companies. 

§ 4.— Electric Lighting Companies Acts. 

A concession for Electnc Lighting may be obtained 
either by a Company tormed under special Act, or by 
Board of Trade Licence or Order, granted to a Company 
under the Companies Acts, or to an individual, or a 
Local Authority. Electric Lighting Companies are 
subject to the Elettiie Lighting Acts, 1882, 1888 and 
1899, with the Mould of Trade ltules thereunder. 

In addition to the Auditors appointed on behalf 
of the Shareholder, the Electric Lighting Clauses Act, 
1899, provides that the Accounts of any concern 
working undei a Provisional Order made by the 
Board of Trade wlicie the undertakers are not a Local 
Authority, shall, before being published, be audited by 
an Auditor appointed by the Board of Trade. The 
remuneration of the Auditor shall be such as the Board 
of Trade direct, and shall be paid by the Company. 

Such an Auditoi i« appointed by the Board of Trade 
to protect the inteiests of consumers, and the Board of 
Trade have stated that they hold it to be outside the 
province of this Auditor to act as Auditor on behalf of 
the Shareholders. 

Under § 9 of the Electric Lighting Act, 1882, statutory 
forms of Account are required vtluch are printed in the 
Appendix. 

§ 5.^-The Assurance Companies Act, 1909. 

It * * 

P-The Assurance Companies Act, 1909, applies to kft 
^tsonk iff bodies of persons, whether corporate or 
apt being iefcjfctered under .the Ants 
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relating to Friendly Societies or to Trade Unions, 
carrying on within the United Kingdom the following 
classes of business : (a) Life Insurance ; (6) Fire 

Insurance ; (c) Accident Insurance ; (d) Employers’ 
Liability Insurance ; (e) Bond Investment Business. 

Undor § 9 where the Accounts of an Assurance 
Company are not subject to Audit in accordance with 
the provisions of the Companies (Consolidation) Act 
1908, or the Companies Clauses Consolidation Act, 1845, 
the Accounts of the Company shall bo audited annually 
in such manner as the Board of Trade may prescribe. 

Under § 4 every Assurance Company must prepare 
at the end of each financial year a Revenue Account 
and Profit and Loss Account and a Balance Sheet in 
the prescribed forms, which will be found in the Appen- 
dix. 


§ 6. — Building Societies Acts. 

Under § 16 of the Building tfacioties Act, 1874, 
it was provided that the rules of every Society should 
provide for an annual or more frequent Audit of the 
Accounts ; and for inspection by the Auditors of the 
Mortgages and other Securities belonging to the Society. 

Under § 9 of the Building Societies Act, 1894, it 
is provided that notwithstanding anything in the rules 
of any Society, one at least of the Auditors must be a 
person who publicly carries on the business of an 
Accountant. 

Section 2 of the same Act provides that every 
fAuditof in passing any annual account or statement 
tiniftt either eettify that it is correct, duly vouohed, 
,i» accordance with law, or specially report to 



[Chap. XIV. 

400 PRACTICAL AUDITING. 

the Society in what respect he finds it incorrelbt, tin- 
vouched, or not in accordance with law, and must also 
certify that he has at that Audit actually inspected 
the Mortgage Deeds, and other Securities belonging 
to the Society, and must state the particular pro- 
perties in respect of which deeds ha\e been produced 
to, and actually inspected by him. 

Under the same Section every annual Account 
and Statement must be made up in such form, and 
contain such particulars as the Chief Registrar of 
Friendly Societies may fiom time to time direct. The 
Section sets out particulars which the form must 
disclose, and the loun will be found punted in the 
Appendix. 


§ 7. — Friendly Societies Acts. 

Under § 26 ot the Fuendlj Societies Act, 1896, 
every icgistered Sonetx and Branch shall once at least 
in every yeai submit its accounts loi audit either to 
a Public Auditoi <>i to (wo or more peisons appointed 
as the rules oi the N>eict\ oi Branch pi oxide. 

The Auditois shall have access to all the books and 
accounts ot the Soci<t\ oi Btanch, and shall examine 
the Annual Return mentioned m the Act, and verify 
(he Annual Return with the accounts and vouchers 
relating thereto, and shall other sign the Annual 
Return as found by tin m to be correct, dulj vouched 
and in accordance with law, oi specially report to 
the Society or Branch m what respect they find it 
incorrect, unvouched, or not in accordance with 

Ufft 

Tlie Public Auditors above mentioned are appointed 

the and their remuneration is fined by 
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the Treasury, but the employment of these Auditors 
is not compulsory, and in many cases the Societies 
prefer to have their accounts audited by their own 
members. 

Any person desiring to be appointed a Public 
Auditor must write to the Parliamentary Secretary of 
the Treasury, 12, Downing Street, Whitehall, S.W., 
asking to .bo appointed and stating: (a) his full 
name ; (b) his address ; (c) his professional qualifica- 
tions as an Accountant ; (d) his experience as Auditor 
of Societies ; (e) reason for thinking that the appoint- 
ment, of Public Auditor in the district where ho resides 
is desirable hi the public interest. 

The conditions under which Public Auditors hold 
their appointments, and the scale of remuneration 
will be found in the Appendix. 

Under § 6 of the Collecting Societies and Industrial 
Assurance Companies Act, 1896, the Annual Return 
required tb be sent to the Registrar, under the Friendly 
Societies Act, 1896, must, in the case of a Collecting 
Society, have been certified by a IViblic Accountant. 

Under § 27 of the Friendly Societies Act, 1896, 
every Registered Society or Branch must send to the 
Registrar of Friendly Societies a Return of the receipts 
and expenditure, funds and effects of the Society oi 
Branch as audited, the form of which will be found in 
the Appendix. 


§ 8. — Industrial and Provident Societies Acts. 

* * The Audit of Industrial and Provident Societies is 
governed by § 13 of the Industrial and Provident 
Sooietw Act, 1893, as amended by the Industrial and 



[Chap. XIV. 

462 * f PRACTICAL AUDITING. 

I 

Provident Societies (Amendment) Act, 1913. *Under 
§ 2 of the 1913 Act every Registered Society shall once 
in every year submit its accounts for audit to one Oj* 
more of the Public Auditors appointed under the 
provisions of the pnncipal Act No Auditor shall hold 
any other office in connection with the Society. 4 
Under § 4 of the 1913 Act every Registered Society 
shall once m even tin ee 3 ears make out and send to 
the Registrar with the Annual Return for the year, a 
special return signed bv the Auditor or Auditors 
showing the holding of each person in the Society 
(whether in shares or loans) at the date to which the said 
Annual Return is made out, distinguishing such persons 
n bv names or by numbers according to the system 
employed by the Society. 

Under § 13 of the Industrial and Provident Societies* 
Act, 1893, the Auditor is empowered to have access to 
all the books, deeds, documents and accounts of the 
Society, and shall examine the Balance Sheet showing 
the receipts and expenditure, funds and effects of the 
Society and verity -the same with the books, deeds, 
documents, accounts and vouchers relating thereto, and 
shall either sign the same as found by them to be correct, 
duty vouched, and in accordance with law or specialty 
report to the Society in what respect they find them 
incorrect, unvouched, or not in accordance with law. 

hinder § 14 of the same A< t as amended by § 3 of the 
Industrial and Provident Societies Amendment Act, 
f9$8, evbry Registered Society must once in ever/ year 
Send to the Registrar au Annual Return of receipts and 
^pfepditure, funds and effects of the Society as audited. 
jJfee fotttt of this Return will be found in the Appendix,*' 
Ifcopy the fepert of the Auditors, and a copy of each 
lani*? iguide during the period must also he sent 
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I 

§ 9. — Trustee Savings Banks Acts. 

Under § 6 of the Trustee Savings Banks Act, 1863, 
no savings bank can have the benefit of the Act unless 
in the Rules and Regulations it expressly provides 
tljat a Public Accountant or one or more Auditors be 
appointed by the Ttustees and Managers, but not 
out of then own body, to examine the books of the 
Bank and to repoit in wilting to the Board or Com- 
mittee ot Management the lesult of such Audit not less 
than once in every lialt-yeai ; also to examine an 
extracted list of the deposit 01 s’ balances made up 
every year to the 2()th day of No\ ember, and to certify 
as to the correct amount ot the liabilities and assets 
of the Bank. The book containing the list of depositors’ 
balances must be certified by the Auditors. 


§ 10.— Executors’ and Trustees’ Accounts. 

(a) The Public Trustee Act, 1906. 

Under § 13 of the Public Tiusbee Act, 1906, the con- 
dition and Accounts ot any Trust shall, on application 
’being made and notice thereof given in the prescribed 
manner by any Trustee or beneficiary, be investigated 
and audited by such Solicitor or Public Accountant 
as may be agreed on by the applicant and the Trustees, 
or in default of agreement by the Public Trustee or 
some person appointed bj him The Public Trustee 
may require the applicant to make a deposit sufficient 
tq cover the costs ot the investigation. 

The Auditor shall have a right of access to the 
* books, accounts and vouchers of the Trustees and to 
any securities and documents of title held *by them 
0» account of the Trust, and may require from "them 
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such information and explanation as may be necessary 
for the purpose of his duties, and upon the completion 
of the investigation and Audit shall forward^ to the 
applicant and to every Trustee a copy of the Accounts, 
together with a Report thereon and a Certificate 
signed by him to the effect that the Accounts exhibit 
a true view ot the state of the affairs of the Trust, and 
that he has had the securities of the Trust funds and the 
investments produced to and verified by him or (as 
the case may be) that such Accounts are deficient 
in such respects as may be specified in such Certificate. 

If, in the course ot the investigation, any person 
having the custody of any nooks or documents to which 
the Auditor lias a right of access, fails or refuses to 
allow him to have access thereto, or in any wise 
obstructs the investigation or Audit, the Auditor 
may apply to the Court, and thereupon the Court shall 
make such ordei as it thinks ]ust. Any application 
by the Auditor undei this section is made to the 
Chancery Division by an originating summons, and 
any order then made will be enforced by a subsequent 
application for leave to issue a writ of attachment, 
or for an order of committal for contempt ot Court. 

The Trustee cannot make terms before pi oducing 
the necessary books or documents, appeal from the 
order of the Public Trustee may be made to the Court. 
(In re Oddy, 1011, L J Ch 404) 

Unless the Public Trustee otherwise directs, such 
remuneration and expenses shall be borne by the Estate; 
but he may order that such expenses shall be borne by 
,the applicant or by the trustees personally, or partly 
4»y them and partly by the applicant. But the Public* 
Trustee Aaay in his absolute discretion, upon the 
fction of any Trustee or Beneficiary, direct that 
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the Investigation and Audit shall extend only to a 
specified period of time or to a specified part of the 
Trust property, or shall be otherwise restricted. 

The remuneration of the Auditor and the other 
. expenses of the investigation and audit are to be deter- 
mined by the Public Trustee who may refer the costs of 
any Solicitor (being part of such expenses) for taxation. 

(b) The Judicial Trustees Act, 1896. 

Under the Judicial Trustees Act, 1896, the Accounts 
of every Trust of which a Judicial Trustee has been 
appointed shall be audited once in every year, and a 
Report thereon made to the Court by the prescribed 
persons. In all ordinary cases the Accounts are 
audited by an Officer of the Court, but the Court can 
rafer them to a Professional Accountant for report if 
it considers the Accounts aic likely to involve questions 
of difficulty. 


§ 11. — Miscellaneous Statutes. 

(A) The Licensing Act, 1904. 

Under Rulo 62 of the Licensing Rules, 1904, the 
Compensation Authority must appoint a Professional 
Accountant, approved by the Secretary of State, to bo 
the Auditor of their Accounts. 

The Auditor may be appointed for a term not 
exceeding three years, and his remuneration shall be 
such as may be fixed by the Compensation Authorities 
witda the consent of the Secretary of State, The 
k Auditor must examine the Annual Financial Statement, 
1 '.with the Accounts and .Voucher^ and certify the same, 
'making any Beport that may he' jgeee«*ary. ? 
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(b) Territorial and Reserve Forces Act, 1907. 

t Under the .Regulations made by the Army Council 
the Accounts of every County Association mufet *be 
audited by a Professional Auditor, appointed subject 
to the approval of the Army Council, who must be a 
member, either of an Institute or Society of Chartered 
Accountants in the United Kingdom, or of tli£ Incor- 
porated Society of Accountants and Auditors. 

(c) The Port of London Act, 1908. 

Under 24 oi the Port of London Act, 1908, the 
Accounts of the Poit Authority shall be audited by an 
Auditor appointed by the Board of Trade, who muBt 
report to the Board of Trade if the Port Authority 
decline or neglect to comply with any of his recom- 
mendations or requirements. 
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CHAPTEIl XV. 


SPECIAL POINTS IN DIFFERENT 
CLASSES OF AUDITS. 


In addition to the general procedure which has 
been dealt with at length in preceding Chapters, special 
points arise for consideration in each different class of 
Audit. It is not possible to deal with every kind 
of business, and djscuss in detail the various special 
points that havo to be eonsideied, owing to the limits 
of available space. It is proposed to select some of 
the representative classes of Audits, and indicate the 
Important points that require the Auditor’s consider- 
ation. Programmes of most of the Audits dealt with 
in this Chapter will be found in the Authors’ Audits 
Programmes. 


% 

§ 1.— Assurance Companies. 


The Assurance Companies Act, 1909, applies to 
all Assurance Companies carrying on within the United 
Kingdom the following classes of business: — {a) Lite 
Insurance ; (6) Fire Insurance ; (c) Accident Insur- 
ance ; (d) Employers’ Liability Insurance ; (e) Bond 
Investment Business; aqd, the Auditor must make 
jhimself iaJjgnr with the provisions of the Act befote 

idHtiili Audit of iuiV OnmnnniM «f iMfe 
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In* the case of a Life Insurance Company the 
premium income should be vouched w^th the Policy 
Kooks, Renewals Register, Lapsed Policies, &c., from 
which it should bo possible to verify the premium 
income in total by taking the gross premium income 
receivable and deducting premiums on policies 
matured, surrendered, or lapsed. 

The Agents’ Commissions should be vouched with 
the Receipts, Agents’ Accounts, &c., and it should be 
seen that no Commission is paid in respect of business 
introduced to the Head Office without the intervention 
of an Agent. The Commission outstanding must 
be brought into account. Some of the Accounts in 
the Agents’ Ledger should be tested with the returns 
from the Agents. 

• The claims should be tested with cancelled Policies, 
Papers, Death Certificates, Discharge Notes, &c., 
and it should be seen that all claims notified but not 
admitted are provided for. 

Sunenders should be tosted with endorsed Policies 
and receipts for cash ; payments to annuitants should 
be testod, and it should be seen that the proportion 
of annuities accrued to the date of the Balance Sheet 
is brought into account. / 

The re-insurances and ic-insurance recoveries 
should be checked, and it should be ascertained that 
all outstandings on this account are provided for. 
It should be seen that the premium reserve carried 
forward is adequate. The verification of the securities, 
the income derived therefrom, will follow the 
usual lines. 

* Similar considerations apply to Fire, Accident, 

tognl other Insurance Companies. The claims should 
cheated with the papers relating t *hd it,' 
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should be seen that all olaims notified but not admitted 
are provided fpr. 

The adequacy of the premium reserve carried 
forward should be fully enquired into, having regard 
to the nature of the business transacted, and the past 
experience of the Company. 

The Accounts should be drawn up in the form 
prescribed by the Assurance Companies Act, 1909. 
The Balance Sheet must state how the values of the 
Stock Exchange Securities aie arrived at, and a 
certificate must be appended signed by the same persons 
as signed the Balance Sheet to the effect that in their 
belief the assets set forth in the Balance Sheet are in 
the aggregate of the value stated therein less any invest- 
‘ment reserve fund taken into account. 

Where separate funds are required to be kept the 
certificate must be appended, signed by the same 
"persons as signed the Balance Sheet, and by the Auditor, 
to the effect that no part of any such fund has been 
applied directly or indirectly for any purpose other 
than the class of business to which it is applicable. 



2. — Banks. 


In the case of a Bank it is of the utmost importance 
that a complete system of Internal Check should be 
ifit ‘operation, and the Auditor should obtain a written 
Statement thereof. 

The following is a summary of the more important 
joints in such a system : — 

(1) Tim Ledger clerks should be changed abpt^ 
from time to time .without previous notice- v 
* (2) H$oh cleric should be required to take jh|^ 
holiday* to, taka it at one fi 
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(3) * The cashiers should not have acoess to the 
Customer*.’ Ledgers. 

(t) The Ledger clerks should have no access to 
the Cash Book, or the Clearing House Journal. 

(5) The Cash Book should from time to time 
be compared with tjie actual records by 
independent and responsible officials, and* 
subsequently with the Ledgers. 

(6) No Ledger keeper should be a party to testing 
his own work. 

(7) The periodical balancing of Customers’ 
Accounts with the General Ledger, should 
be performed by independent officers selected 
by the Accountant. 

(8) At intervals the testrng of the Ledgors should 
include the “ sides ” of the accounts in addition 
to the extended balances, thus affording a 
comparative cheek wrth the Total Summation 
Book, to which the aggregates of payments 
and cheques are posted day by day. 

(9) The Branches should be ’subject to frequent 
Audits without notice by travelling Auditors 
or Inspectors. 

'10) An occasional Audit by the Bank’s inspector 
should be in foice in respect of the Head 
Office in the same manner as the Branches. 

’ll) Neither Cashiers nor Ledger keeper should 
participate in the preparation or checking 
of Bank Pass Books, which should be oheokbd 
by the Bank’s officials independently of the 
* Company’s Auditors. 

The Auditor should attend at the close of business 
Oh the, 4*y Of 'the Balance Sheet, and, count and weigh 
fa'vm & ted, Certidcatsis Should f>e obtained 
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for the cash at the*Bank of England and other Banks. 
The Cash Articles should be verified ; these are cheques 
&c., received too late on the last day of the Accounts 
to be cleared, and can be vouched by seeing that they 
come through in due course within the next few days. 

Money at call and at short notice is usually repre- 
'sented by advances to Bill Brokers on the deposit oi 
•Bills from day to day, and to Stockbrokers on the 
deposit of securities from Account to Account. Th< 
Bills should be examined, and the securities lodged 
by the Stockbrokers checked with the Schedule® 
appended to the Borrowing Notes. 

The investments of the Bank must be examined, 
special precautions being taken to pre\ent the same 
securities being produced twice. The Schedule ol 
Investments should show the book value and the' 
market price on the day of the Balance Sheet, and it 
should be seen that sufficient reserve is made if the 
total book value is in excess of the market value. 

Bills in hand should be examined, and it should be 
seen that proper provision is made for rebate, repre- 
senting the proportion of discount not earned at the 
date of the Balance Sheet. 

The securities deposited against loaus and over- 
drafts should be examined, and it should be seen that 
sufficient margin is provided. The Ledger balances on 
current, deposit, and loan accounts should be checked, 
and it should be seen that sufficient reserve has been 
made for bad debts. 

A certain proportion of the Pass-books should be 
examined by the Auditor with the Ledgers, and be 
should ascertain that the Bass-books ,as a whole < are 
examined and initialled each half-year by some 
spohsible 0$cial. 
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If the Auditor is not instructed to visit the Branches, 
he should examine the certified Returns, and see that 
they are properly incorporated in the Head Office 
books, qualifying his Report to the Shareholders 
accordingly. 

Banks usually possess Luge. Secret Reserves, which 
should receive the Auditor’s attention. This subject 
has been discussed in Chapter IX., § 12. 


§ 3. — Branch Accounts. 

In the case of a business possessing Branches the 
Auditor should ascertain the system upon which the 
Branch Accounts are recoidcd, and the manner in 
which they are incorporated in the Head Office Books. 
Where he is not instructed to visit the Branches he 
should examine the returns furnished by the Branches, 
which should in each case be duly certified by the 
Branch Manager ; and asceitain that they are properly 
incorporated in the Head Office Books. He cannot 
in such a case be held responsible tor the correctness 
Of the Branch Accounts, and he should limit his 
responsibility by stating m his Report that he has 
accepted the certified returns sent from the Branches. 

The Auditor should, however, satisfy himself that 
all questions of principle such as the valuation of stocks, 
depreciation, reserve for bad debts, &c., have been 
properly dealt with. 

In the case of Retail Branches it is usual to find 
, |opds supplied by the Head Office charged out either 
at oqat price, at cost price plus a percentage, or at 
selling ppce^ stocks in each case being taken on a similar 
basis, and in the two last cases the Auditor should 

a a 4 t 



474 


PRACTICAL AUDITING. 


[CfaajJ/XV. 


see that the values of the stocks have been reduced 
to cost for Balance Sheet purposes. Schedules of 
Debtors at the Branch should bo submitted duly 
certified, and the Auditor should ascertain that all 
liabilities at the Branch not already shown in the 
Head Office books have been brought into account. 

The balances on the Branch Accounts will in such 
cases usually be represented by Stock on hand. Sundry 
Debtors, and Cash in hand, and tor the purpose of 
the final Balance Sheet the Branch balances must be 
divided according to the various classes of assets of 
which they are composed. 

Where a complete set ot books is kept at each 
Branch, and only a Current Account with the Branch 
kept in the Head Office Books, the Auditor should 
have produced to him, either the Ttial Balance of the 
Branch or the Branch Profit and Loss Account and 
Balance Sheet, in such a case the balance of the 
Branch Current Account in the Head Office Books 
will represent the capital employed at the Branch, 
and will be made lfp of the assets at the Branch less 
the liabilities. These should be incorporated in the 
final Balance Sheet under their respective headings. 
In no case should the balance to the debit of the Branch 
Account be treated as a Debtor. 

All cash remitted from the Branch as shown by 
the Branch Accounts, should be vouched into the 
Head Office Books, and similarly all Cash remitted 
from the Head Office should be vouched into the Branch 
Accounts. Items of cash or stock in transit should 
be vouched by ascertaining that they have been^ 
received" subsequently. „ 

# In the case of Foreign Branches the question of 
exchange i^ll arise in addition to the aboVe-menriohed 
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promts,* and the Auditor should check the conversion 
of the various items into sterling and ascertain that 
th’e difference on exchange has been properly dealt 
with. Where the rate of exchange is sufficiently 
stable, as in the case of France or the United States, 
it is usual to convert the act-punts on a fixed basis, 
when the only difference on exchange will arise in 
connection with remittances, but where tho exchange 
is of a fluctuating character the following rule should 
be adopted : Fixed Assets should be converted at the 
original rate at which they were acquired ; Floating 
Assets and Liabilities at the late on tho day of tho 
Balance Sheet ; Revenue items at the average rate 
of the period covered by the Accounts ; and Re- 
mittances at the actual rate. 

If each item of the Trial Balance is converted at 
its appropriate rate, the opening balance of the Head 
Office Current Account being converted at the sterling 
figure at which it stands in the Head Office books, 
the difference on the sterling Trial Balance will represent 
the total difference on exchange. If the difference 
> represents a loss, it should be w ritten off, if a profit it 
*is advisable to carry it forward against subsequent 
losses arising in a succeeding period. 

In all cases where the Auditor accepts certificates 
of officials or other persons foi the verification of assets 
at Branches, he should mention that he has done so 
{h his Report. 

The appointment of local Auditors to audit the 
^Accounts of Branches has been considered in Chapter 

ls vr„ § i. 

i the oafie of a Company dairying on business 
abktad where* the local Accounts are audited by a 
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local Auditor, the following is a form of Report ths^t 
rrfay be utilised : — 

“In accordance with $ 113 of the Companies (Consolidation) 
Act, 1908, l hot* to report to the Shareholders that I have obtained 
all the information and explanations T lia\e lequnod 

I have examined the above Jlalaino Shud with the bookb 
and voiiehus m London, and with the returns forwaided from 
(which have bun audited loialh), and m my opinion the same 
is piopcily diawu up ho as to exhibit a tiue and emu cl view of 
tin state ol tlit Compain's atiaus act 01 dim- to the best ol m> 
lnioi mat ion, anti the explanations &i\in to mi , and as shown 
by the hooks ol tin Company ” 


§ 4. — Breweries. 

The Auditor should sec that there is a proper system 
for dealing with “ Floating Cooperage.” This repre- 
sents casks out with customers, and it should be seen 
that the value of these casks is not included in the 
, book debts, but is slated separately. 

The Beer Production Account should be examined 
with the official Excise Rook, and it should he seen that 
the quantities approximately agiee subject to wastage. 

Where there are* managed houses, it should be seen 
that there is a proper system of check upon the Manager ; 
and that where the stocks of these houses are taken at 

* 

selling price, a proper adjustment is made back to cost 
price. 

lx>ans to customers should be chocked, and it should 
be seen that instalments of interest and principal are 
properly recorded, and that adequate provision is made 
‘ «gainst loans proving bad. In many cases the Brewery 
will have guaranteed a loan obtained by the tenant, 
and it should bo seen that the total amount of such * 
♦^•ntiVitent liabilities under guarantee is stated to ( 
Jtix gheet. * . 

ft*ohar,^ instalments on account of the Con^pe&M^dlft 
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Fund should be charged to Revenue, and it should be 
seen that proper adjustment is made when compensa- 
• tion is received in respect of the cancellation of a 
License. Where the amount of compensation exceeds 
the book value of the property, such profit should not 
£0 to the credit of Profit and Loss, but should be treated 
as a Capital profit, against which can be set off corre- 
sponding losses. If the amount received is less than the 
book value, the loss is a Capital loss, but it is advisable 
that it should be charged against Revenue. 


§5.— Building Societies. 

The numerous frauds that have arisen m connection 
with the Accounts of Building (Societies render it 
important for the Auditor to take every precaution 
in the conduct of his Audit, especially as in the case 
of a large number of the smaller Societies, the system, 
of Book-keeping in use is very inadequate, and the 
1 internal check is unsatisfactory. Special attention 
" should be paid to the arrangements with regard to the 
custody of Mortgage Deeds and other securities. 

The Subsidiary and General Cash Books should be 
checked completely. The rents received from the 
properties in hand should be vouched, and it should be, 
seen that they bear a reasonable proportion to the 
/values of the properties in the books. 

V , The Pass-books should be examined with the Ledgers, 

| ."of a proportion of them, care being taken to obtai^ 
//jthose (Sailed for, and not those offered by' the officials, 
should, be seen that the amoupt, received on 
l$an does not exceed^twj^ 't^ 
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The Schedules of Properties in Hand should be 
compared with those of the previous year, and the 
proceeds of those sold verified ; in a similar manner 
the Schedules of Advances should be compared, and the 
receipts of those repaid verified. 

The Fire Policy Book should be examined, in order* 
to ascertain that the Insurance premiums on all the 
properties mortgaged to the Society are paid up to date. 

The securities held for Loans on Mortgage should 
be examined in the manner indicated in Chapter V., § 5. 
In the case of large Societies, where the number of 
deeds is very considerable, and where boxes containing 
the deeds are kept at the Bank or in the strong room 
of the Society, and can only bo opened by at least two 
of the Trustees utilising two different keys, it is possible 
for the following pioeedure to be adopted:— On the 
occasion of the first Audit the whole of the securities 
must bo examined. The deeds relating to each security 
should then be made up into packets, numbered with 
the number of the security as shown in the .Register * 
of Heeds, and sealed by the Auditor with his private 
seal. On subsequent occasions only new deeds need 
' be examined in detail, the production of the packets 
with the seals unbroken being sufficient evidence that 
the securities are intact. Where the packets have been 
opened for .the purpose of reference, the Auditor 
should re-examine the securities, and re-seal the packets. 

It 'should he remembered that the Auditor has to 
certify that he has actually inspected the Mortgage* 
deeds and other securities belonging to the Society on 
the toQcasion of eaeh Audit, and therefore the adoption . 
ofjm y method such as that indicated above leaves .the* 
open, to some risk in the event of fraud 
ifcMi ami. tie Auditor’* .seal forged and affix* 
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to duifuny packets. For this reason it may be desirable 
that the Auditor should open a certain number of 
the packets at random, to afford some test against 
this possibility. 

The following is the form ot Certificate required 
under § 2 of the Building Societies Act, 1894 

“ W( , 1 ho undi isigiud, ’ bung a ppison 

who public lv CcViiHh on tin b isint ol m \ocount«iu1 at 
s but 

if chilli n the 

duly appoint! d Yuehtoi^ oJ tlu ibow mention! d Society, do 
li(Tcb> attest the Fern going VaounU uiel ^tatemmts and certify 
that they in eoiuet, duU tombed, md in .ucoidanco with 
law, and we ct itilv tint wi ln\< md e u li ol us h is, at this Audit, 
a< tu.vlh inspected tin Aim 1 an,! Deeds and soteial 
belonging t o (lit Sexiety, m iespt( + oj <ach ol the piopoities m 
Moitgacro (o the Society, icleiuel to in the* Joiogmug Yceouidtf 
and State me nts '* 

X 

§ 6. — Charitable Institutions. 

The income from donations and subscriptions should 
be checked into the (’ash Book from the Counterfoil 
Receipt Books. The \uditor should see that all 
spoilt receipts are produced. The leeeipts should be 
printed with the name ot the Charity. and numbered 
consecutively. 

The receipts from legacies should he vouched with the 
Legacy Register, correspondence with the Solicitors, &c. 

Other income from investments, lents, &c., should 
be vouched in the mannei described in Chapter XI., §4. 
As Charitable Institutions are not liable to Libomo 

i 

Tax, it should be seen that no tax has been paid, ot f 
where paid by doduction, that it is duly recovered- 
4 The printed list of subscriptions and donations 
should be checked and agreed with tbb total shown in 
( th4 Accounts. It should be seen that all funds left for 
^Specific purposes have been applied to those purposed . 
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In the case of Hospitals, if the Hospital is in .receipt 
of sums from any of the Official Hospital Funds, it 
should be seen that the Accounts are drawn up in the 
prescribed form. ' 


§ 7. — Churches. 

Owing to the indifferent manner in which Church 
Accounts aie frequently kept, the Audit is sometimes 
a matter ol difficulty. 

The Auditor should ascertain that all cash is duly 
banked, and where balances remain in the hands of 
Vergers or otliei officials, these should be counted. The 
Offertory hook should iccord the receipts from Offer- 
tories, and the amount received should be initialled by 
the Curate- in-char go 01 the Chut chwai den. It should 
be seen that all Ofiertorics foi special pui poses are 
properly dealt with. 

Pew rent a, it any, should he vouched with the Pew 
Kent J legist ei, and where tin same aie divided between 
the Vicar and the ( lunch, it should be seen that the 
allocation is properly made. 

The Church Title Heeds and Securities representing 
Endowment Funds (it any), should be examined. 

tt is customary for die financial year to run from 
Easter to Easter, in older to prevent tw r o Easters 
coming into one year’s Account. 

i 

8, — Clubs. 

The Entrance Fees and Annual Subscriptions should 
Jwffjyouched with the counterfoil receipt books, and the 
IP&l verified with the annual list of members, enquiry 
l&i^g shade into those in arrear. * 
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The Steward’s receipts should be vouched, and it 
should be seen that there is an effective system of 
check as regards the Dining Room, Billiards, Wines, 
Cigars, &c. Proper Slock Accounts should bo kept 
of Wines, Cigars, &c., and <my wines which are not 
the property of the Club, but of Wine Merchants, should 
be specially recorded as such. 

The question as to the depreciation and renewals 
of china, glass, linen, plate, <Src\, is important. Where 
the original expenditure is capitalised, all renewals 
should be charged to re\enue, but perhaps the best 
method is to take stock of these items, and revalue them 
on the occasion of each Balance Sheet. Where heavy 
expenditure is incurred from time to time in rcdecor- 
ation of the premises, it is advisable that an annual 
amount should be reserv ed against each year’s 
accounts, in order that this expenditure may be 
iairly equalised. 


§ 9. — Collieries. 

The expenditure on wages is the heaviest item in 
.the Revenue Account of a Colliery, and the Auditor 
must see that the system of preparing the Wages 
Sheets and paying w ages is a good one, and that all 
deductions in the shape of cottage rent, &c., are 
properly dealt with. The Wages Sheets should con- 
tain the names of the men employed, the seam in which 
they are working, the amount of coal got, the rate of 
pay per ton, the amount due, deductions, and the net 
amount payable. 

* ‘the Wages Sheets should bo certified, so far as the 
underground wages are concerned, by the Viewer on 
G&nger, and as a whole by the Mine Manager. 
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Tn order to verify the amount charged in, respect 
of minimum or dead rents, and royalties, the Auditor 
should inspect the leases, and ascertain the rate. of 
royalty payable, and the provisions in respect of ' 
minimum or dead rent, and short workings. Tentail 
rents are royalties based on tonnage, and in that case 
the output books should be inspected. Acreage-rents 
are royalties based on the cubic area of coal worked, 
and the Auditor should inspect the certificate of* the 
landlord’s surveyor. The term shoit-woi kings implies* 
the excess of minimum rent payable over the actual 
royalties on the coal worked, and under many leases it 
is possible for these to be carried forward, and recouped 
in subsequent years. Where this is so, the amount can 
be carried forward in suspense within the period 
allowed by the lease, which is usually five or seven 
years, if there are reasonable grounds for expecting 
the short-workings to be recouped within that time. 
Where several leases are held, some of which are not 
worked but have been obtained for the purpose of 
securing future development, the minimum rent in 
respect of those leases not worked should be written 
off, and not carried forward as short-working*. 

The Accounts relating to wagons on hire-purchase 
.should be checked, and it should be seen that 
the proportion of each instalment representing 
wagon hire is properly ascertained, and charged to 
Revenue. 

The allocation of expenditure as between Capital 
and Revenue is a matter of great importance. Proper 
statements should be prepared of the expenditure on 
wages, stores and materials, charged to Capital, wM«h 
should be certified by the Engineer or Mine Manager, 
Ail the expenditure on the main development of the 
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Mine oan be charged to Capitaf, but subsidiary develop- 
ment should be written off over the period during which 
ibis expected to prove fruitful, so that by the time the 
mineral in a particular seam is exhausted, the cost of 
opening the seam lias been written off. 

Where depreciation of the. Mine proporly is not 
provided for, the Auditor should refer to the matter 
in his Iteport. Where proxision is made, the Auditor 
should ascertain that il if. on a proper basis : in the ease 
of leasehold, according to the term of the lease; and in 
the case of freehold, in proportion to the output during 
each period, having regard to the estimated total 
amount of coal on the property. 


§ 10.— Contractors. 

Under this heading may be included the accounts 
of Contracting Companies, builders. Engineers, S\iip 
Builders, &c., the bulk of whose .work is carried out 
under contract conditions. 

The Auditor should examine the system of Cost 
Accounts in operation, as upon the efficiency of such a 
system xvill depend to a large extent the value of the 
Accounts to the proprietors of the business. It is 
not within the province of this work to discuss in 
detail the question of Cost Accounts, for which the 
reader may be ‘referred to the Authors’ work on Book- 
keeping and Accounts ; but the Auditor should ascertain 
the system of dealing with wages and expenditure 
dh* stores, materials, &c., also the treatment of indirect 
expenditure, which is usually termed establishment 
^barges, or “ on cost.” 

* wh a 
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The item “ Work in Progress ” represents the 
value of uncompleted contracts at the date of the 
Balance Sheet, and a Schedule showing how tho amourits 
are arrived at should be presented to the Auditor, 
duly certified. Where proper Cost Accounts have 
been kepi, the Auditor can cheek the expenditure on 
each contract with the Cost Accounts relating thereto, 
otherwise he will bo unable to verify the item, and will 
be obliged to accept it upon the Certificate of the 
officials concerned. 

The question as to whether it is desirable to take 
profit in respect of uncompleted contracts is important. 
Where proper Cost Accounts are kept, it is possible to 
ascertain the profit to date by preparing a Profit and 
Loss Account in respect of each contract, which will 
be debited with all expenditure on the contract, ill 
the shape of wages and materials, and credited with 
the proportion of work certified to date. A valuation 
must then be made of work doue, but not yet certified, 
stores and materials in hand on the contract, and 
after allowing for 'depreciation of plant used on the 
contract, the balance of the Account, if in credit, should 
represent estimated profit to date. Another method 
where contracts are nearly completed is to estimate 
the cost of completion, and so arrive at the estimated 
figure of profit to date. Undoubtedly the safest method 
is not to take any profit until completion ; but where 
this is not adopted, the Auditor should examine 
the method by which the estimated profit is arrived 
at, and see that ample margin is allowed for 
contingencies, at least one-third of the estimated 
profit being carried forward, regard being also had to 
the proportion of cash paid on account. In the case Of 
private firms, the matter is one for the decision of th^ 
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partners; but in the case of a Limited Company, the 
Auditor should see that the Accounts clearly indicate 
the estimated profit that has been taken, and if 
necessary he should refer to the matter in his Report. 


§ 11. —Co-operative Societies. 

The Auditor should examine the Regulations of 
the Society, and ascertain that they are duly carried 
out. 

Shop Sales should be vouched with the Daily Saleb 
Summaries, and the total a meed with the Quarterly 
Summary of Sales on which dividends are payable. 

The Share Ledgers should be examined, and the 
Capital receipts vouched. Transfers should be tested 
in respect of dividends not withdrawn, fines, interest, 
&c. The withdrawals should be vouched, and it 
should be seen that they arc authorized. 

The dividend calculations to members and nou- 
members should be checked in total, and tested in 
detail. The Accounts relating to Clothing Clubs, 
Penny Banks, Education Fund, Building Department. 
&c., should be checked, and the Investments and 
Building Department Mortgages verified. 

In addition to the quarterly or periodical Certificate 
in accordance with the Rules the Auditor must certify 
the Return sent in annually to the Registrar General of 
Friendly Societies under § 13 of the Industrial and 
Provident Societies Act, 1893, as follows:— 

« Tho undersigned having had access to all the books and 
*•' accounts of the Society, and having examined the foregoing 
General Statement, and verified the same with the Accounts 
and Vouchere relating thereto, now sign the same as found to 
be correct, duly vouched, and in accordance with law.” 
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12. — Electric Lighting Companies. 


t 


The Consumer’s Ledger, which is usually kept in 
tabular form, should be tested as far as the debits 
are concerned with the Meter Books for curront con- 
sumed, with the Register of Meters for hire of meters, 
•with the Register of Fittings on Hire for the hire or 
hire-purchase of fittings, and with the Sales Bay 
Books foi sale of fittings. Tlic cash received from 
consumers will be cheeked from the Cash Book, and 
after vouching allowances for bad debts, &c., it should 
be seen that the balances are properly carried forward. 
Agreements with consume s supplied on special terms, 
and any Contract with the Local Autlioiity for Public 
Lighting should be examined. 

The allocation of expenditure as between Capital 
and Revenue is important and it should be seen that 
• a proper system is employed, the allocations being 
duly certified by responsible Officials. 

Repairs and Renewals should be charged to Revenue 
and it should be seen that adequate depreciation is 
provided, and that only proper charges aie debited to 
the Depreciation Fund Account. Owing to the heavy 
wear and tear in respect of Electrical plant and machin- 
ery, and the risk of obsolescence, the rate of depreciation 
provided should be considerably lugliei than in the 
case of other plant and machinery. The Accounts 
must be drawn up in the form prescribed by the Board 
of Trade, which will be found in the Appendix. 


§ 13.-— Estate Agents, Auctioneers, Surveyors, && 

Where considerable sums are received on behalf of 
clients, whether from, Auotions or otherwise, it is 
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desirable that either a separate Clients’ Banking Account 
should bo opened, or that a separate column should 
be’ provided in the Cash Book for clients’ moneys, in 
order to avoid any confusion between such moneys and 
Office moneys. Where such a system is not in force 
the Auditor should check the credit balances shown in 
the Clients’ Ledger, representing moneys in hand on 
behalf of clients, and ascertain that there is sufficient 
cash on the general Banking Account to represent 
such moneys, drawing special attention to the fact if 
this is not the case. 

Considerable expenditure is frequently incurred 
on behalf of clients both in respect of advertising and 
otherwise, and it should be seen that there is a proper 
system in force for passing the invoices relating thereto 
and charging the same up to the clients. Similar 
remarks apply to disbursements incurred through 
Petty Cash on behalf of clients. Where sums have 
been received from clients for the purpose of in- 
curring such expenditure at the date of the Balance 
Sheet and the whole or part thereof remain unexpended, 
it should be seen that such balances: sue carried forward 
as liabilities. 

Where outstanding tees and charges, which have 
not been debited to the clients, are brought into 
account a schedule should be prepared thereof and 
signed by the Partners, but care should be taken 
to see that no items are included that have not been 
actually earned as the majority of the fees and com- 
missions will only be payable in the event of negotia- 
tes for selling 6r letting the properties concerned 
jbeing successful. 
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§ 14. — Executors’ and Trustees’ Accounts. • 

The Auditor should examine the Will and take 
note of all provisions affecting Accounts, particularly 
the creation of separate Trust Funds. 

In order to ascertain that the whole of the assets 
left by the Testator ha\ e been brought into account 
the Auditor should examine the Estate Duty Affidavits 
and Corrective Affidavits, if any. 

It should be seen that all apportionments necossary 
under the Apportionment Act, 1870, or by Case Law, 
have been duly made and that the same are correct. 

The whole of the transactions relating to Capital 
must be thoroughly vouched, the purchase and sale 
of investments by examination of the Broker’s Bought 
and Sold notes, receipts from sales of property by 
Auctioneer’s Accounts, &c. ' 

In many cases the Auditor is presented simply 
with a Cash Account and where this is so it is con- 
venient to prepare a Securities Account in order to 
ascertain that those secuiities remaining on hand are 
all that ought to be accounted for. A good mothod 
of doing this is to make a Schedule of the Securities, 
extending each item at the nominal value thereof on 
the debit side of the Account, and placing on the credit 
side against each item the reference to any trans- 
actions that have taken place in connection with it, 
extending the nominal amount thereof. When this 
has been completed the nominal value of the securi- 
ties remaining on hand should be represented by the 
difference between the two sides of the Securities 
Account. , 

It should be seen that the investments are duly 
Authorised by the Will or are proper Trustee invest -’ 1 
mints under the Trustees’ Aqt*. 1893, or the Colonial 
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Stock Acal, 1900, which will be found printed in the 
Appendix. 

* The Auditor should vouch the receipt of the whole 
of the income in the form of interest, dividends, rents, 
&c., and ascertain that it has been duly paid to the 
tenants for life. 

Frequently the Auditor is asked to certify Accounts 
representing the share of a beneficiary on the distribu- 
tion of an Estate, and before doing so he should ascertain 
that all payments directed by the Will, such as debts, 
legacies, duties, &c., have been paid. 

The securities should all be produced at the same 
time and the verification thereof forms a most im- 
portant part of the Auditoi’s duty. Where there are 
two or more Trustees and the securities, or some of 
them, are registered in the name of one of the Trustees 
only, the Auditor should report this and suggest that 
the securities should be in the names of all the Trustees. 

The rights and duties of an Auditor of Trust 
Accounts appointed under § 13 of the Public Trustee 
Act, 1906, have been referred to in* Chapter XIV., § JO, 
and the following is a form of Certificate which such an 
Auditor is required to append to the Accounts examined 
by him subject to any qualification that may be 
necessary : — 

“ T certify that tlie above Accounts exhibit a, true view of 
the state ol the affairs of the Trust, and that I 

have had the Securities and the Trust Fund Investments produced 
to me* and that I have vonfied the same 

For the proper conduct of the Audit of Trust 
Accounts it is necessary to have a considerable know- 
ledge of Trust Law and it is impossible to deal |ully 
with the subject here. The reader may be referred 
' for* further information to Ranking, Spicer & Pegler’s 
Executorship Law and* Accounts. 
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§ 15. — Foreign Mines. 

There are various methods of keeping Foreign 
Mine Accounts, and in large Mines it is customary for 
complete Books and Accounts to be kept at the Mine. 
Local Auditors are frequently employed in such cases, 
in ■which event the ( ’ompany’s Auditor will not examine 
the Mine Accounts in detail, but will conlino himself 
to questions of piinciple, and- to ascertaining that 
the Mine Accounts are properly incorporated in the 
Head Office Books. 

Where no Local Audit is performed duplicate 
copies of tho Mine Accounts duly certified are usually 
sent over each month, and in some cases these are 
written up into Mine Books at the Head Office, which 
will be examined by the Auditor. In other cases only 
Cash Accounts are kept at the Mine and certified copies* 
sent over. These Accounts must be vouched by the 
Auditor in detail, particular attention being given 
to the payment of wages and to the allocation of ex- 
penditure as between Capital and Revenue. The 
remarks made on this subject in § 9 relating to Collieries 
apply in a similar manner to other Mines. The alloca- 
tion should be duly ceitified by the Mine Manager. 

Certified Schedules ot the Debtors and Creditors 
outstanding at the close of tho period. Stock of Ore, 
Stock of Materials on Hand, &c., should be sold over 
and examined by the \uditor. The proceeds of sale 
of ore should be vouched by whatever evidence is 
available, and particular care should be paid to this 
point where the ore is of a precious nature. 

TJie Mine Manager should make a report with 
reference to the treatment of the Development Account, 
ftftci the condition of the plant and machinery at the 
Mine, and the Auditor should examine this in order to 
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form some opinion as to the depreciation or other 
amounts it may be necessary to write off. 

. ’ The Auditor should check the conversion of the 
Currency Accounts into Stealing. Where the exchange 
is constant conversion can bo made at a fixed rate, 
when the only difference that will arise will be in 
respect of remittances. Where, however, the oxchange 
is of a fluctuating character the fixed assets should 
be converted at the oiiginal rate of exchange, the 
Floating Assets and Liabilities at the rate on the day 
of the Balance Sheet, Revenue balances at the average 
rate for the period, and lemittanccs at the actual rate. 

The Title Deeds of the Mine property should be 
verified, and any items of cash or ore in transit vouched. 


§ 16. — Friendly Societies. 

Tho Regulations of the Society should be examined. 

The Contributions Cash Book and Sick Payments 
Register should be checked to the ’( General Cash Book 
and the latter checked to the Treasurer’s Cash Book. 
Tho Members Ledger Account should be examined 
particularly with reference to Entrance Fees and to 
seeing that new members are properly changed accord- 
ing to age and benefits acquired. A proportion of the 
Contribution Cards or Pass Books should be examined 
and tested with the Members Ledger Accounts. 

The Management expenses should bo vouched 
and it should be seen that they are properly authorized 
an^d that no payments in the nature of Benefits, are 
charged to the Management Fund. Any deficit on 
this Fund must be made up by levy on the members of 
the Society. 
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The various Benefit Fund accounts should he 
checked and the balances agreed. 

All investments should be verified, and those must 
be either deposited with the Post Office Savings Bank, 
Trustees Savings Bank, National Debt Commissioners, 
or made according to the Rules of the Society. 

The Accounts must be made up in the form of 
Return prescribed by the Registrar (General of Friendly 
Societies, which will be found in the Appendix. 

The following is t ho form of the Auditor’s Certi- 
ficate required undei § 20 of the Fiiendly Societies 
Act, 1896:-- 

44 Wo, tlie mult it>u»nod, lining luiil .uttss to all the Books 
and Act mints ol the Socitty, ami Ixaing <»\<Muuud the ioiegoing 
(Joner«il Slatemtnt and tenfied the same with the Accounts and 
Vouchers it kiting theieto, now bign tlx same as found 1o he 
collect, duh \ouclitd, and in accoidaiut with law” « 


s § 17. — Qas Companies. 

The Auditor should examine the special Act of 
the Company which will contain particulars relating 
to the Share and Loan Capital, and state the limitation 
imposed on dividends. When no rate is prescribed, 
the limit is 10 % per annum, but if in any year the 
divisible profits do not amount to the prescribed rate 
such amount may be taken from Reserve as may be 
necessary to make up the same. This Reserve is 
formed under § 31 of the Gas Works Clauses Act, 1847. 
ithe Income of a Gas Company is similar in nature 
that of an Electric Lighting Company, and can be 
Vouched by the Auditor in the manner already indicated 
under § 12;' Sales of residuals and fittings should be 
tested. Where Slot Meters are in use, it should be seen 
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that a.proper system is in force for taking meter read- 
ings, independently of the collection of cash. 

• The Capital receipts should be verified, and in the 
case of issues subsequent to the original issue, tenders 
or Auctioneers’ Sale Notes should be examined for 
issues of stock under the Auction Clauses of the Gas 
Works Clauses Act, 1817. 

The allocation of expenditure as between Capital 
and Revenue is important, and the Auditor should as- 
certain that the apportionment has been certified by the 
Company’s Engineer. New Works, including additions, 
should be charged to Capital, but a difficulty frequently 
arises where new and improved works are put up in 
place of old works. The method usually adopted is 
to charge the original cost of the old works, less the 
•value of the old materials, to Revenue, and charge 
the balance of the expenditure to Capital; but where 
the cost of construction has increased, this principle 
has the effect of capitalising a portion of the renewal. 
Consequently the more prudent method is to estimate 
the cost of replacing the asset as -it stands, and charge 
such proport ion to Revenue, less the value of the old 
materials, charging the balance to Capital, which will 
thus fairly represent the present cost of the extension. 

Where the works are on Leasehold property, it 
should be seen that proper depreciation has been 
provided for, and the investments representing the 
Depreciation Fund should be examined. 


18 .;— Hotels. 

r -The Auditor should enquire carefully into the 
system of Acoounts utilised, as unless that system is 
good the opportunities for leakage and manipulation 
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are considerable. The Visitors’ Ledger should be 
examined, and the daily totals vouched into the 
Summary, and from the Summary into the Impersonal 
Ledger and Cash Book. It should be seen that items 
paid out on account of Visitors are properly charged 
up to them, and have been duly collected. 

Proper Slock Accounts should be kepi in connection 
with Wines, Spirits, < 'igars, &c., and the Auditor should 
tost the operation of these Accounts. 

The question of the treatment of depreciation of 
bedding, linen, plate, cutlery, china. Sic., is important. 
Tt is usual either to revalue these items on the occasion 
of each Balance Sheet, or to capitalise the original 
expenditure, and create a Renewals Reserve Account, 
crediting an ample amount according to previous 
years’ experience, and debiting the actual Renewals, 
the balance being carried forward. 

Proper provision should be made for the deprecia- 
tion of furniture and premises, and where the furniture 
is on the hire-purchase system, the Auditor should 
ascertain that Revenue is duly charged w ith the interest 
or hire portion of the instalments paid. 

In a large Hotel there will be several Petty Cash 
Accounts, and the xYuditor should arrange for the 
balances to be verified simultaneously, in order to 
prevent manipulation. 

§ 19. — Insurance Brokers. 

The Premium and Claim Journals should be cast, 
and the totals of the Brokerage and Stamp columns 
should be ohecked to the General Ledger. The crosft* 
casts of these Journals should also be checked at the 

■*4 

end of each period. In the case of the Premium 
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Journal, the total debited to clients must equal the 
total credited to Underwriters and Companies, plus 
the Brokerage and Stamp totals. 

The balances on the Clients’ Ledger should be 
checked, and it should be seen that the Accounts are 
regularly agreed. Similar remarks apply to the Under- 
writers’ Ledger. Owing to the method of calculating 
premiums in force at Lloyd’s, and to the different 
Tables adopted, differences are bound to arise which 
require to be written off, but the Auditor should see 
that these are not excessive. 


§ 20. — Landed Estates. 

On the occasion of the first Audit the Counterparts 
•of the Tenants’ Leases should be examined, to ascertain 
the rentals and terms, and these should bo checked 
with the Rent Roll. 

The Rent Roll should be compared with the Terrier, 
which is a survey of the Estato, in order to ascertain 
that all the properties comprised, are entered on the 
Rent Roll, except those accounted for as unlot or other- 
wise. 

On subsequent occasions only new Leases need 
be examined. 

Rents received should be vouched, aud it should 
be seen that proper authority is forthcoming for deduc- 
tions or allowances. A Schedule of all properties 
unlet, or those occupied rent free as part of the emolu- 
, mepts or wages of office, or otherwise, should be 
prepared and submitted to the Auditor, certified 
By the Landlord. Arrears should be checked forward 
from one period to another, and those outstanding 
any length of time enquired into. 
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Receipts from sales of produce, stock, timber, 
game, &c., should be vouched by reference to the 
counterfoil receipt books. 


J § 21. -Motor Omnibus Companies. 

The Auditor should ascertain tho system in force 
rotating to the collection of receipts. Tho Traffic 
Book should be tested with tho Conductors’ Way 
Rills; Passenger Receipts with tho Traffic Book; 
Advertisement Receipts with Agents’ Returns and 
Contracts. 

Where Motois are purchased on hire-purchase 
agreements, the contracts should be examined, and 
it should be seen that tho interest or hire portion is 
duly charged to Revenue. , 

It should be seen that all maintenance and repairs 
are charged to Revenue, and where maintenance is 
carried out by contracts, these should be examined. 
The question of depreciation is of gieat importance, 
particularly having regard to the very heavy wear aud 
tear to which these vehicles are subjected, and to the 
risk of obsolescence ; and it should receive the careful 
attention of the Auditor. 

Similar considerations apply in the case of Motor 
Cab Companies, although in these cases tho receipts 
are vouched by the Taximeter records. 

k 

§ 22.— Newspapers. ( 

t 

The Auditor should vouch the Advertising Day 
kjBook with & marked copy of the publication, makidg 
^enquiry into any dummy advertisements. Amounts 
received in respect of advertisements not inserted 



§§ 20 - 22 .] 

SPECIAL POINTS IN DIFFERENT CLASSES OF AUDITS, 497 

prior to the date of the Balance Sheet should be 
carried forward in suspense. Similar remarks apply 
tq the vouching and apportionment of periodical sub- 
scriptions. 

The question of returns in respect of copies unsold 
is important, and the Auditor should see that a proj>er 
check is in force relating to tin's item, and that all 
returns relating to the period covered by the accounts 
have been credited to the Agents, or reserve made 
for those estimated to be outstanding. 

It should be ascertained that all Imbilities in respect 
of contributions have been included. In some cases, 
where payments are not regularly made, these may be 
outstanding a considerable period. The valuation of 
blocks and electros should be enquired into, as once used 
Jhese items are worth little, if anything. 

The cost of starting a newspaper is very heavy, and 
involves considerable outlay on preliminary expenses, 
advertising, special discounts for pushing sales, &c. 
Such expenditure in excess of the normal may be 
legally charged to an Establishment Account, and carried 
forward. Another method sometimes adopted is to 
charge all expenditure to Profit and Loss, and to 
transfer the balance of loss in the early years to the 
Establishment Account: but this principle is some- 
what dangerous, as tending to obscure the true result 
of working, and should certainly be discontinued 
immediately the paper is fairly established. 

If the paper is ultimately successful, and is able to 
earn an adequate return on the Establishment outlay, 
the same may be said to represent Goodwill, but it is 
advisable to write it of! out of profits ovor a period of 
years. 

The Auditor should examine the Establishment 

u 
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Account, and satisfy himself as to the way in p which 
’ it has been dealt with. 


§ 23.— Publishers. 

The Audit of a Publisher’s Accounts will vary 
according to the nature of tho transactions. Many 
Publishers do some, if not tho whole, of their own 
printing, and also carry on a Wholesale or Retail trade 
in books other than their own, in addition to actually 
publishing works. They may also be the proprietors 
of Magazines or Reviews. Tn each instance the questions 
arising will be those relative to an ordinary Trading 
Audit, and need not be referred to heie. 

Special considerations to which the Auditor should 
direct his attention are the treatment of the valuo of 
copyrights, and the amounts taken credit for in respect 
of the Production or Prime Cost Account of each Book. 

In most cases a separate Production Account is 
opened for each book, to which is debited the cost 
of the copyright (if .that has been purchased), togother 
with the prime cost of production such as editing, 
compiling, indexing, setting up type, illustrations, 
blocks, &c. The cost of printing off, paper, and binding, 
is debited to revenue, and stock is taken into account 
on the basis of this cost, which is relatively so small 
that even if the book is a failure the stock value can 
as a rule be obtained from a remainder bookseller. 

An analysis of all Sales made .should be kept in a 
Stock Ledger, a separate account being opened for each 
book, and debited with the total number of copies 
Sprinted, being credited with the number ^of presentation 
Copies issued and the number of copies sold, the balance 
representing the number o| copies in stock. 
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From an examination of th^s book it will be possible 
to ascertain at a glance the way in which the sales 
of each book are progressing, and valuable information 
will be thereby afforded as to the manner in which 
the Production Account should be dealt with. Where , 
a second edition is not contemplated this Account 
should be written down in file proportion that the 
actual sales bear to the estimated sales, or the whole 
edition, where it is expected this will be disposed of. 
Where a second edition is contemplated casts of the 
type are usually taken and stereos prepared therefrom, 
the cost of these items being debited to the Production 
Account, which will not then be written down so 
rapidly. 

Where such a system as that above described 
js not in force but the whole cost of production and 
printing is charged to revenue, Stock and Copyrights 
being valued accordingly, these should not be valued 
above cost, and the Auditor should see that where 
the whole edition is not likely to be sold, the value 
is reduced accordingly. 

Where the Publisher does not care to incur the risk 
involved in publishing a book, it is a common practice 
for him to accept it at the Author’s risk, receiving for 
his services an agreed commission on the sales. In 
such a case an Account will be opened for the book 
and debited with the total cost by way of production 
or otherwise. The sales of the book will be analysed 
from the Sales Day Book, or kept m a separate Day 
Book, and credited to this Account. The Commission 
on Sales will be debited, and the balance will then 
represent the sum due to or by the Author, any 
sums received from the Author to cover cost of produc- 
tion, having been credited in the first instance. In 
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these cases the question .of copyright and stock .values 
does not arise, and care should be taken to see that 
no stocks of this nature are included in the general 
stock. 

’ Where books are sent to Booksellers on the Sale or 
Return principle, it should be seen that the trans- 
actions ere properly dealt with in accordance with the 
principles laid down in Chapter 111., § 3. 

The Auditor should ascertain that all Royalties 
to Authors outstanding have been provided for. Where 
advances have been made on account of Royalties, 
and it is found that the dales are not likely to prove 
sufficient to provide the necessary sum, the balance, 
by custom of trade, is not repayable by the Author, 
and should be written off or reserved for. 


§ 24. — Railway Companies. 

Most Railway Companies have an elaborate system 
of internal Audit, which is carried out by the Audit 
staff, and the Auditor should ascertain the principles 
upon which this chock is conducted. The Coaching, 
Goods, Minerals, and Special Receipts Ledger Accounts 
should be cheeked with the Monthly Summaries, and 
the Monthly Summai ies with the Station and Depdt 
Balance Sheets, which should be properly certified 
by Station Masters, Companies Agents, Mineral Agents, 
and by the Audit Department. 

The Cash Summaries should be checked to tfifc 
General Ledger Acfcounts, and the Summaries ‘tested 
with the Cash Books. 
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Receipts from Season Tickets should be vouched. 
The deposits, and the unexpired balance of the tickets 
should be carried forward as liabilities. 

It is impossible foi the Auditor to vouch the whole 
of the payments, but he should test a certain proportion. 
The outstanding debtors should be vouched with the 
Coaching, Goods, and Minerals Balance Sheets, and the 
Departmental Certificates ; and the outstanding lia- 
bilities with the Certified Returns. The Clearing House 
Journal should be vouched w itli the Railway Clearing 
House Statements. Rents receivable should be verified 
in the usual manner. Capital issues and redemptions 
should be vouched. 

The allocation of expenditure between Capital 
and Revenue is of the utmost importance. Under 
*tlie Regulation of Railways Act, 1808, a Certificate 
must be given by the Engineer, relating to the main- 
tenance of the permanent way, &e., and by the Chief 
Engineer or Loeomotrie Superintendent respecting 
the rolling stock. The cost of maintenance must 
be charged against Revenue ; arid the Auditors are 
required to certify that in their opinion the dividends 
proposed to be declared are bond fide due after charging 
the Revenue of the year with all expenses which in their 
judgment ought to be paid thereout. 

All original expenditure on the permanent way, 
rolling stock, &c., is properly chargeable to Capital, 
and can remain to the debit of that Account, except 
that where Capital assets, such as lands, &c., are sold, 
the Auditor should see that the amount received goes 
to reduce the Capital expenditure. Difficulty arises 
& the treatment of renewals and replacements that 
are improvements on the original asset, as, for instance, 
the expenditure involved in pulling down and re- 
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building a Station on a larger plan, in order 16 oope 
with increased traffic, and to meet the demands of the 
public. Similarly, additional expenditure is con- 
tinually being incurred, in improving rolling stock 
and in other ways, which is forced upon the Railway 
by public demands, but which doss not necessarily 
of itself earn additional revenue. 

Theoretically, the cost of all such additions can be 
charged to Capital, and in many cases this has been 
done, but the ultimate effect oi such a policy is to 
burden the Capital Account with a great deal of dead 
expenditure, which is bound in the end to reduce the 
average dividends earned on the Capital employed. 
On the other hand, some of our best managed Railways 
charge a large proportion of the cost of these better-^ 
ments to Revenue. 

The question of the rise in the cost of construction 
has been referred to in connection with Cas Companies’ 
Accounts, and the principle indicated there applies also 
in the case of Railways, namely, that the present 
cost of replacing the old asset should be charged against 
Revenue, rather than the original cost, in cases where 
the former has increased. 

The form of Accounts prescribed by the Railway 
Companies (Accounts and Returns) Act, 1911, will be 
found in the Appendix, and the following is the form of 
the Auditor’s Certificate required by § 30 of the 
Railway Companies Act, 1867, as amended by § 4 of the 
first-mentioned Act : — 

“We hereby certify that the foregoing accounts contain a 
full and true statement of the financial condition of the Company* 
and that the dividends proposed to be declared on the stoekf 
and shares of the Company are bond fide due thereon after 
charging the revenue of the year with all expenses which, in our 
judgment, ought to Be paid thereout." ' 
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§ 25.- s -Retail and Co-operative Stores. 

, The duplicates of bills handed to customers should 
be tested with the Abstracts prepared by each sales- 
man, and the Abstracts checked into the Depart- 
mental Cash Received books, the daily totals of these 
books being checked into the General Cash Book. 
Some of the duplicates for Credit sales should be 
checked with the Sales Journal. ln\ oices for pur- 
chases should be tested, and it should be seen that 
they are properly allocated to the various depart- 
ments. The allocation of Departmental charges should 
be checked. 

Where the Departments are charged with goods 
at selling price, or at a percentage above cost, as fre- 
quently happens where theie are Branches, the Auditor 
should ascertain that the Stocks of such Departments 
are reduced back to cost before being incorporated 
in the final Accounts. 


§ 26. —Rubber Companies. 

The Auditor should examine the certified monthly 
returns sent over from the plantation, and ascertain 
that the expenditure has been properly apportioned 
as between Capital and Revenue. In addition to 
the purchase price of the property the Capital ex- 
penditure will take the form of payments in respect 
of Buildings, Plant and Machinery, New Clearings, 
and Rubber not in bearing. The general charges 
at the plantation are usually apportioned between 
Capital and Revenue in the ratio that the area pro- 
ducing bears to the area cultivated. The report 
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of the Visiting Agent, if any, on the apportionment 
of this expenditure should be examined. 

The .Revenue expenditure will take the form 
of genoral charges, upkeep and repairs, cultivation 
of rubber in bearing, and rubber manufacture. 

in most cases the rubber produced is sold on the 
London Market, and the Manager’s Return of Ship- 
ments should be agreed wiLh the Brokers’ Sale Notes, 
subject to shrinkage m weight. The stock of rubber 
on hand at the date of the Balance Sheet is usually 
brought into account at sale price, as it will generally 
have been sold before the accounts are prepared 

Advances to Coolies to be recouped out of their 
wages during their term of service should be revalued 
on the occasion of each Balance Sheet, and certified 
to by the Manager, as owing to death and other causes* 
the whole of these advances may not be recovered. 

Other produce may be cidtivated such as rice, 
sago, coffee, &c., separate accounts being kept in respect 
of the expenditure on such class of produce, so that 
the profit thereon cab be ascertained. All expenditure 
on new crops can be carried forward. 

In the event of the Title Deeds being retained 
locally, the Auditor should obtain a certificate from 
the Company’s Bankers, or some responsible person, 
stating that the Title Deeds are held free from charge. 

The Auditor should ascertain that the returns 
are properly incorporated in the Head Office books, 
and that the difference on Exchange has been 
correctly adjusted in accordance with the principles 
laid down iu § 3 of this chapter. Items of Stock, 
or Cash in transit should be vouched. 

Similar considerations apply to the Audit of other 
classes of Plantation Companies. 
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§ 27. — Schools, Colleges, and Universities. 

. The Auditor should vouch the foes received with 
the Register of Pupils, and ascertain that those out- 
standing will be duly received, and that all extras have 
been properly charged up. Any fees paid in advance 
in respect of a period subsequent to the date of the 
Balance Sheet should be carried forward. 

The Capitation Fees, paid by House Masters 
for the pupils in their Boarding Houses, should be 
vouched. 

The Charter and Regulations (if any) should be 
examined, and, where Endowments exist, the income 
arising thereunder must be vouched, and the securities 
verified. (Government ( Grants, if any, should be verified. 

In the case of Universities where the Universities 
and Colleges Estates Acts, 1858 to 1808, or the 
Universities of Oxford and Cambridge Act, 1877, 
apply, the Auditor should see that the provisions 
thereof are duly complied with. 


§ 28. —Shipping Companies. 

The Auditor should examine the Articlos of 
Association, Agreements with Managing Owners, 
Captains, &c. 

The original cost of the Ships should be vouched, 
and, in the case of a Single Ship Company,’ it should 
be seen that no addition has been made thereto, after 
the total first cost has been divided into 64 shares. In 
the case of a Shipping Company owning a fleet of 
vessels, only such additions should be made to the Cost 
Account as represont proper Capital Expenditure. 

The Auditor should examine the Bill of Sale for 
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each Ship, or part of Ship, owned, and note that a copy 
of the entry in the Register kept at the Port of Registry 
is endorsed thereon, or obtain Certificate of Registry 
as to ownership, and Mortgages outstanding. A Mort- 
gage on a Ship is effected by moans of a Bond, which 
must be obtained from the Custom House in the 
prescribed form, for the consent of the Board of Trade, 
and returned to the Customs at the Port of Registry, 
where particulars of the Bond will be entered against 
the Vessel in the Register of Shipping. The Mortgage 
will bo retained by the Mortgagee, but its priority 
dates from the date of ] reduction for registry, and not 
from the date of the instrument. 

Voyage Accounts are kept in respect of each voyage, 
and should be vouched by the Auditor. It should be 
seen that each voyage is properly charged with th& 
expenditure on Stoics. The Freight Accounts should 
be vouched with Manifests from Agents, and Ad vicos 
from Receiving Offices, and it should be seen that 
proper reserve is made for outstanding rebates. Pas- 
sengers’ fares, if any, should be vouched, and it should 
be seen that proper reserve is made for return fares 
outstanding. All outstanding expenses on each Voyage 
Account should be provided for before closing the 
Account. The Accounts of the Homo Agents and 
Foreign Agents should be examined with the vouchers, 
and it should be seen that foreign exchange is 
correctly adjusted. The Captain’s Accounts should 
Ibe examined and vouched in detail, and it should be 
seen that his remuneration is in accordance with his 
agreement. ^ 

y. The Insurance Policies should be examined, and 
pr should b^ seen that the premiums are properly 
apportioned aver each voyage, and that returns ape 
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claimed* from the Underwriters whero ships have 
been laid up, or for other reasons. Where the Policy 
is 'a Time Policy, the proportion unexpired should be 
carried forward. It should be soon that the amounts 
received in respect of claims arc properly dealt with. 

* Payments to or by Protecting .Clubs for insurance of 
extraordinary risks should be vouched in a similar 
manner. 

Charter Parties should be examined as to Broker- 
age, Commissions, and I’atcs of Freight, and it should 
be seen that agreed returns have been credited to each 
Voyage Account. 

Where a number of ships an* owned by the Com- 
pany, the Auditor should ascertain that proper 
depreciation is provided. 

* In the case of Single Ship Companies, it is not 
usual to provide any depiceiation, but the Auditor 
should refer to this matter in his Report to the 
Shareholders so that they may be aware of the 
position. 

In the case of Shipping Companies owning a fleet 
of vessels, it is common to find an Insurance Fund in 
operation, under which the Company undertakes the 
whole or part of the insurance of its vessels. This is 
effected by debiting to the respective Voyage Accounts, 
and crediting to an Insurance Fund Account, premiums 
at the same rate as would be payable to Underwriters, 
or sometimes at a slightly higher rate, a corresponding 
amount being invested in outside securities, in order 
that when claims arise moneys will be forthcoming 
fdj the repair or purchase of ships. Any losses will 
be debited to the Fund Account, and re-insurances 
yhftrft these have been effeoted, also thtj cost of ad* 
Bftimstering the Fund ; the ^und Account, on , the 
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other hand, will bo creditod witl^ interest on investments 
representing the Fund, re-insurance re-funds, Ac. 

No profit should be taken in respect of the operation 
of such an Insurance Fund until it has reached an 
amount in excess of a reasonable valuation of the 
risks borne by the Company. This valuation should 
be made under expei t advice, and will take into account 
the number and age of the vessels, the class of trade 
carried on, and the nature of the voyages. Assuming 
a proiit to have been made, it should not be taken to 
the credit of Profit and Loss Account ; but if it is desired 
to distribute it to the Shareholders, this should be done 
by means of a bonus. Homo Companies, in place of 
distributing underwriting profits, utilise them for the 
purpose of acquiring additional ships, and make a 
corresponding transfer from the Insurance Fund 
Account to (tenoral Reserve. 

§ 29. -Solicitors. 

The Auditor should ascertain the system upon 
■which Clients’ and' Office moneys are dealt with, as 
this is a matter of the greatest importance. The Law 
Society recommend that a Solicitor should utilise two 
Banking Accounts ; one for Clients’ moneys and one for 
Offece moneys. Where, however, only one Banking 
Account is adopted, two columns should be provided 
in the Cash Book, for Clients’ and Office moneys re* 
spectively, as in this way the Solicitor can ascertain 
from day to day what balance he has in hand on each 
Account. Separate Banking Accounts should be 
opened in the case of all largo matters. ^ 

t i i ' Whichever systein is in vogue, cheques should only 
'be drawn out of Clients’ moneys where there are moneys 
ifi hand, on account of, the particular Client concerned. 
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against, which the same can be set off. Any cheques 
ctrawn on account of Clients who have no amounts 
standing to their credit must be treated as Office 
payments. When costs are deducted by the Solicitor 
from Clients’ moneys on final settlement, an adjustment 
in respect of such costs should be made between the 
Clients’ and Office cash. This is sometimes done in 
rospect of each transaction, but in other cases it is 
done at intervals, say once a month, and an analysis 
of the balance on Clients’ account inserted, showing 
how it is made up. 

The Auditor, in checking the balances on the Clients’ 
Ledgers, should ascertain that all credit balances which 
ought to be represented by moneys in hand are covered 
by the balance on the Clieuts’ account according to 
the Cash Book ; or where no system such as that above 
indicated is adopted, but merely one Cencral Banking 
Account kept, that the balance on that Account is 
sufficient to cover liabilities to Clients. Where this 
is not the case the matter should be reported. 

The system of dealing with Petty Cash disburse- 
ments should be examined, and it should be ascertained 
that all disbursements made on account of Clients are 
duly charged up to their Accounts. In the case of 
a large Office there may be several Petty Cash Accounts, 
the balances of which should be counted simultane- 
ously. 

In checking the Clients’ Ledger, allowances to 
Clients should bo vouched, and it should be seen that 
amounts disallowed on taxation are properly adjusted. 
Where disbursements, such as Counsel’s fees, have been 
charged to Clients, but have not been paid by the 
Solicitor at the date of the Balance Sheet, it should be 
seen that the same are brought in as liabilities. 
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Credit balances may be found representing ^moneys 
paid by Clients on account *bf costs and disburse- 
ments which have not yet been debited. If such 
a payment is wholly on account of disbursements 
which have not yet been made, the item will in effect 
be a liability; but. where the whole, or a portion, is in 
respect of costs which have been earned, but which 
have not yet been debited to the Client, owing to the 
fact that no bill has been rendered, the Ledger Account 
should be adjusted by passing an entry through the Bills 
Delivered Book for the amount received on account 
of costs, debiting the ('lie) it's Account therewith. 

In order to ascertain the profit correctly, it is 
necessary that the undelivered costs should be valued, 
and a Schedule should be prepared from the draft Bills 
of Costs. The valuation should be made on a con- 
servative basis, provision being made for allowances, 
whether voluntary or by taxation. All items which 
are in any way doubt fid should be omitted. This 
Schedule should be signed by the Partners. 

Many Solicitor^, however, prefer to leave out 
of account undelivered costs, not debited to Clients. 
In such cases, it is advisable that a note should appear 
on the Balance Sheet, stating that these items are 
not brought into account. 

In the absence of agreement to the contrary, 
Articled Clerks’ premiums should be apportioned over 
the term of the Articles. 

« 

§ 3Q»— Stockbrokers. 

The books of a Stockbroker are usually balanced 
each Account, or at least once a month. Where h 
full Audit id carried out, the whole of the postal udll 
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be checked, the books. cast, and the balances checked 
on the occasion of eafeh Account. Owing, however, 
to, the great amount of detail involved, this course 
is not always adopted, and a partial Audit may be 
carried out, the object of which is to test exhaustively 
the detail work, and to verify the securities. 

In checking the balances oli the Clients* Ledgers, 
it should be seen that sufficient cover is hold for all 
debit personal balances of importance, as referred to 
below, and the manner in which the various balances 
are made up should be ascertained. Similar remarks 
apply to the balances on the Partners’ Accounts, repre- 
senting their private speculative dealings. In checking 
the balances on the Jobbers’ Ledgers, it should be 
ascertained that they have been properly agreed with 
the Jobbers on the occasion of each account, when 
it is usual to settle for the balance so agreed. Any 
balances carried forward ior a considerable time, 
without subsequent dealings, should be enquired into, 
as they may represent items in dispute. In this 
connection the Splits Account should be examined. 
This Account is utilised to adjust small differences, 
and any items of consequence passed tluough it 
should be investigated, as it has frequently been 
utilised to cover petty frauds. 

The Contango Books, or Bought and Sold Continu- 
ation Books, should be examined, as those record the 
treatment of Stocks carried over. Where a Client haB 
bought Stock but does not wish to pay for it, he must 
arrange with his Broker for it to be Carried over, and 
. * this will be done either by the Broker himself, or by 
the Jobber through whom the Stock was bought., 
If carried over by the Jobber, the Client’s Account trill 
lie credited, and the Jobber’s Account debited; if by 
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the Broker, the Client’s Account will be credited, and 
the Loan Account or Loan Ledger debited. Similar 
entries, but on the reverse principle, will be made 
when Stocks are sold for Clients, but not delivered by 
them, the Client’s Account being debited, and the 
Jobber’s, or the Broker’s Loan Account, being credited. 
These entries are put through on Contango day, and 
are reversed at the commencement of the next Account, 
Stock bought but not taken up by the Client being 
re-debited to him, plus the cost of Contango, which 
represents the chaige for the accommodation and 
takes the form of interest on the value of the Stock 
carried over, or a lixed rate per share. 

The Loan Ledger referred to above will thus con- 
tain particulars of Stocks taken in by the Broker on 
behalt of Clients, and w ill usually be found to be divided 
between Registered Stocks, Bearer Stocks, and Consols, 
or in other ways accordrng to the nature of the business 
carried on. The balance orr each sectiorr should be 
represented by securities as mentioned below. 

When Registered Stock is sold by a Broker on 
behalf of his Client, the ultimate purchaser will not 
be known until the close of the account. Accordingly 
on Ticket Day, a ticket is issued by the purchaser, 
whether Broker or Jobber, and handed to the Jobber 
from whom the stock was bought, who endorses it 
with tne name of the party from whom he purchased 
the stock, and delivers the ticket so endorsed to him, 
this operation being repeated until the ticket reaches 
the selling Broker, differences as between one trans- 
action apd another being adjusted between the various 
parties. * 

The selling Broker will then fill up the Transfer 

Deed incorporating the particulars shown on the 

* 
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tioket, and, after having obtained the signature of 
the seller, will deliver the transfer Deed, with the 
Stock Certificate and the ticket, to the buying Broker, 
receiving payment in exchange. 

When received by the selling Broker this ticket 
is termed a “ Ticket Receivable.” The Ticket Re- 
ceivable Book should be exhaustively tested by the 
Auditor, who should ascertain that the amount out- 
standing at the close of each account is subsequently 
cleared off. 

When Registered Stock is purchased by a Broker 
on behalf of his client, he himself issues a Ticket 
which is termed “ Ticket Payable.” The Auditor 
should test the Tickets Payable Book, and ascertain 
that the balances outstanding are subsequently cloared 
off. 

The General Ledger should be cheeked entirely, 
and will contain accounts for Commission, Interest, 
and Expenses. The Commission should be checked 
from the Commission columns of the Purchases, Sales, 
and Special Settlement Books, and it should be seen 
that all half commissions payable have been duly 
provided for. The Expense Accounts should be 
vouched, and it should be seen that all outstanding 
liabilities are brought into account. 

The Firm’s Investment Lodger, representing In- 
vestments held by the Firm, should be checked in 
detail. 

The verification of the securities is the most im- 
portant and'difticult part of the Audit. It is sometimes 
arranged for this to take place several timea during 
thb K year, without notice being given to the Staff* 
of Office. In this way a considerable moral qheck 
is exercised. In any event the verification n&ust be’ 

V 1 J 
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performed for the purposes of the annual Balance 

'Sheet. The securities will be of five classes 

’ , '>■ 

(1) Securities taken in on Loan Account, as above 
mentioned. 

(2) Securities held by the Firm as Investments, 
according to the balances in the Investment 
Ledger. 

(3) Securities held as cover against loans made 
by the Broker, or balances due from Clients. 

(4) Securities awaiting delivery against Tickets 
Receivable. 

(5) Securities held for safe custody on behalf of 
Clients. 


The Auditor should attend as soon after the close of 
the Account as possible, in order to avoid the numerous 
adjustments that become necessary if the examination 
of the securities is delayed, and dealings take place. 
The securities should all be produced at the same time, 
and should be checked off by the Auditor with the 
Security Book or , Schedules. The Security Book is 
a Memoranda Book, which is made up for each Account, 
showing the total amount and value of securities held, 
the parties on whose account they are held, and to 
whom they have been pawned, if at all. If not pawned, 
they will be in what is called the “ Box,” i.e. either, j 
in the strong room of the Firm, or in a box depositee^; 
with their Bankers. This book will not contain parti** ;; 
culars of the securities held for safe custody on 
of jplients, which should be recorded in a separate 
ttolumijs should be provided for the name of the'Cliiti||^ 

. the, ihaking-rhp place,. thh>v| 


i.m 
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is in the box, or has been pawned. It must be seen 
that there is sufficient margin where Stock is held as 
security, the making-up prices and calculations being 
checked for this purpose, and the Clients’ balances 
being compared with the Ledger Accounts. Care 
must be taken to sec that all securities held according 
to the books are contained in these Schedules, and 
Certificates must be obtained from all Banks and other 
parties, to whom Stocks have been pawned as cover 
for loans, stating the amount of the loan and the various 
Stocks held. These Certificates will be checked off, 
and will serve to verify the existence of the Stocks 
mentioned in them. All remaining Stocks should be 
in hand, and be examined by the Auditor, the usual 
precautions being taken to prevent Stocks being 
produced twice over. 

In addition to the securities being checked in the 
manner above deseiibed, they should also be checked 
off with the Memoranda books, usually termed 
“Number” Books, or “Bearer” Book and “ Regis- 
tered ” Book respectively, and the Auditor should 
see that he has obtained evidence in respect of all 
Stocks open on these books. 

Securities hold for sate custody on behalf of Clients 
will not appear in the books from the point of view 
.of Double Entry. A special Memorandum Book 
should be kept to record these securities, but in many 
cases it is found very difficult to do this, and they are 
included in the General Memoranda Books referred to 
above. In any case, it is impossible for the Auditor 
to prove that all securities held for safe custody are 
■produced to hi™, and he should be careful to refer to 
Wa point in his Certificate or Beport. 


k« 2 
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| 31.— Stockjobbers. 

The Accounts of a Stookjobber or Dealer, although 
in many respects similar to those of a Broker, differ 
‘in some important essentials. The business of a Jobber 
or Dealer is to buy and sell as principal, whereas a 
Broker merely buys and sells, as Agent for his Client, 
from or to the Dealer. Consequently the profit of a 
Broker is obtained from the commission charged by 
him i;or his services, whereas the profit of a Dealer 
is derived from selling Stock at a higher price than he 
gave for it, or buying Stock at a lower price than 
that for which he has pi cviously sold it. 

The Stock Journals or Ledgers record the dealings 
in each particular Stock for each Account, and columns 
are provided for the quantities of Stock dealt in as 
well as the money values. If the opening balancd 
is a debit, it represents Stock in the Box at the com- 
mencement of the Account; if a credit, it is termed 
“Name-over,” and represents Stock which has been 
sold but not delivered. Where the Jobber has pur- 
chased more Stock than he has sold he is a “ Bull ” for 
the balance he holds ; where he has sold more Stock 
than he has purchased he is a “ Bear ” for the balance. 

At the close of each Account the balance of the quantity 
columns, whether Box or Name-over, is inserted at 
the making-up price, or otherwise as the case may be,* 
and this should agree the Stock quantity columns, 
The Money columns, however, will not usually agree, 
and the difference will represent profit or loss on the* 
dealings during the Account, which should be traps* 
erred to a Profit and Loss Booh* 

The Auditor should oheok the opening and ^ 

•Woes* both quantity and value. Postings 
Book applieatfiwi .and allotment, 
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on Stocks applied for, Underwriting Commission, &c., 
should be checked to the various Accounts ; the post- 
, mgs from the Jobbers’ or Brokers’ Ledgers should be 1 
tested ; the Stock columns cast and agreed, and the 
profits and losses checked to the Profit and Loss Book. 
Joint Books are frequently kept with other Jobbers, 
the profits or losses being divided by mutual agree- 
ment, aud the Auditor should see that the necessary 
transfers have been made. 

For the purposes of the Balance Sheet the balances 
jn the Stock Ledgers should be agreed w ltli the “ Bull 
and Bear ” books kept by the Pai triers or their author- 
ized Clerks, which aie WVmoianda Books recording 
the dealmgs from day to day of each Stock in quantities 
only. The Auditor should examine these books and 
•ascertain that the Bull oi Beat agiecs with the Stock 
Ledgers both as to quantity and price, the price being 
usually marked by the Pai tilers for Balance Sheet 
purposes in the Bull and Bear Books. The Auditor 
should also check the calculations of the values of the 
Stocks, as any error in extending the values afteots 
directly the proht oi loss. 

The Dividend Journal lecoids the dividends receiv- 
able or payable. The Auditor should ascertain when 
the various Stocks become quoted ex div. If the 
Jobber is Bull of the Stock, tho dividend thereon 
should bo ultimately received and taken to the credit 
of the Dividend Account; if he is 'Bear of the Stock 
the dividend in respect thereof will be payable by 
him. If the Stock is “ even,” any dividends received 
will be payable to other persons, and should be treated 
m ft liability, if not paid over at the date of the Balance 
* Sheet. 

iThe verification of the securities should he oapded 
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tout in a similar manner to that described in the case 
of Stockbrokers, but the securities to be examined 
will be all of one nature, namely, those recorded as 
Box balances in the Stock Journals or Ledgers. The 
Schedule of these should, therefore, be checked with 
the Ledgers as to quantities and verified in the usual 
manner, Certificates being obtained from Bankers and 
others where securities have been pawned for advances. 
In the case of .Registered securities, the evidence will 
take the form of Certificates, Balance Certificates, 
Transfers, Transfer Receipts, &c., and great care must 
be exercised by the Auditor to ascertain that the total 
balance of each Stock held is duly vouched in one form 
or another in accordance with the principles set out 
in Chapter V., § 3. 


j 32.- Theatres. 


The receipts of a Theatre oi Music Hall to a large 
extent take the form of coin, and the Auditor should 
ascertain that the system of recording the receipts 
is satisfactory, and that the same arc paid into the 
Bank at least once every day. 

The daily returns from each Box Office should 
be signed by the Box Office official concerned, and 
entered daily on a final return which should be certified 
by the Treasurer. The final returns should be vouched 
on to the weekly summaries of income and expenditure, 
which are usually termed Balance Sheets. 

The Libraries and agents usually settle for seats 

r y, and these receipts should be vouched witfi 
returns which will also disclose any amounts 
outstanding at the date of the Balance Sheet, 
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Beoeipts from the sale of programmes should be 
vouched to the weekly Balance Sheets from the 
Programme Book, the amounts being entered after 
deducting the commission payable to the sellers. 
Similar remarks apply to vouching receipts from the 
sale of sweets, with the Sweets or Chocolate Book. 
Beceipts from the hire of Opera Glasses should be 
vouched with the Opera (Hass Book, except in cases 
where the glasses do not belong to the Theatre, but 
are furnished by contract, when the contract will 
bo examined. 

Beceipts from advertising on programmes or on 
the curtain will be vouched with the Advertisement 
Book and contracts. It should be seen that a proper 
check is in force relating to the Bar receipts. It is 
•Usual to charge each bar w itli supplies at selling prico 
to enable the stock to be checked. The daily summary 
of takings in each bar should be vouched on to the 
final daily return, which will be vouched to the weekly 
Balance Sheet. 

A daily summary of the various final ret unis 

should be made, representing the amount paid into 

the Bank, and the Auditor should examine these with 

the Pass Book, care being taken to see that the dates 
* 

correspond. Cases have been know n w here the takings 
have been regularly manipulated, so as to permit of 
one or two days’ takings being nominally in hand, 
whereas actually they have been misappropriated. 

It should be seen that the amounts charged in 
respect of Cost of Production, or Mounting Account, 
only represent the actual expenditure on the scenery 
and dresses, though no objection can be taken to the 
allocation to this Account of salaries, lighting, and 
other expenses incident to rehearsals. The Auditor 
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should ascertain that the amount taken credit for iq 
the Balance Sheet in respect of this account 18 l iVW.' 
excessive, having regard to the life oi the play concerned, 
and its prospective earning power. 

The system adopted for piepaiing and paying 
wages should ho examined. The wages aie usually 
divided between u iront ” and “ back," the former 
relating to persons employed in the front of the house, 
such as Box Office officials, programme sellers, atten- 
dants, &e., while the latter relates to persons employed 
behind the stage, such as carpenters, scene shifters, 
mechanicians, &e. The A* lists’ salary list should be 
vouched with the contracts witli each individual 
artist. 

The expenditure on advertising is a heavy item, 
and should be vouched with the contracts. * 

Receipts in respect of Touring Companies should 
be vouched with the certified returns, submitted by 
the Manager of the Theatre visited, the percentage 
of the receipts payable to the Touring Company being 
vouched with the contract. Travelling expenses should 
be vouched with the Touring Manager’s certified 
Schedule, and Callage on Scenery with the vouchers. 



33. --Tram ways. 


The Auditor should vouch the Traffic .Receipts by 
testing the Traffic Sheets with the Conductors’ Way 
, Bills, Tickets &c., and vouching the Sheets into the 
1 Traffic Books seeing that all receipts are ultimately 
paid into the Bank. The advertising is usually let 
out by' contract,’ and the receipts can be vouched 
v by reference to the Contracts. 
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. Tramway Companies usually prepare tlieir Accounts 
on the Double Account system, but, unless they come 
tinder the heading of Railways, no specific form of 
Accounts is required. In the case of Electric Tram-" 
ways, owing to the rapid depreciation that takes place, 
and to the comparatively short mileage of most Under- 
takings, the Double Account system cannot be regarded 
as satisfactory, unless ample reserves are made for 
future renewals and depreciation, in addition to charging 
the current cost of maintenance to Revenue. 

The allocation of expenditure as between Capital 
and Revenue must be examined by the Auditor, and 
he should see that it has been duly certified by respon- 
sible Officials. 


e*. 


§ 34. — Trust and Finance Companies 

The purchase and sale of investments should be 
vouched by inspection of Brokers’ Contract notes, 
and where transactions are carried through cum or ex 
dividend, it should be seen that apportionments are 
duly made. It should be ascertained that all dividends 
and interest that ought to have been received have 
been received. Securities should be verified in the 
usual manner, and the book value should be compared 
with the market value at the date of the Balan.ce 
Sheet. It is not usual to adjust the value of each 
investment to market price, but to reserve on the 
^difference between the total book value and the market 
value, if necessary. • , 

^.dC&ses on sale of investments should be charged 
. fe>. Revenue or to ’ Reserve > 

pP^t-^e;':iompany, 
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Profit and Loss Account, if the Articles do not prohibit 
this course, though it is not usual to do this, but to carry 
such profits to an Investment Reserve Account, or to 
General Reserve. Investments should not be written 
up but on a re- valuation the increase in value of some 
can be set against the decrease in value of others. 

Where shares are not fully paid the contingent 
liability in respect of calls not vet made should be 
stated on the Balance Sheet ; but where calls have 
actually been made, which have not been paid by 
the Company, the amount should be treated as a 
liability. 

Tn the case of a Trust Company proper, it has been 
held that the investments are fixed assets, and that, 
subject to the Articles, the excess of current income 
over current expenditure can be divided without < 
making good depreciation on the ii. vestments (Venter 
v. General and Commercial Jnrcvtmcnt Trial, Lid., 
1894, 2 Ch. 286). This decision has been discussed 
at length in Chapter X., § 1. Where depreciation 
has not been provided for, the Auditor should see that 
a note is made on the Balance Sheet of the present 
market value of the investments, and where necessary 
he should refer to the matter in his Report to the 
Shareholders. 

In the case of a Finance Company, whose primary 
object is not to hold investments for the purpose of 
earning income, but to buy and sell shares at a profit, 
the investments so held cannot properly be regarded 
as fixed assets, but should be treated as floating assets, 
and brought into account at their value as at the 
date of the Balance Sheet. It is frequently a matter 
of great difficulty to arrive at a proper value to be 
placed on speculative shares, particularly where they 
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aro held in Companies which have boon promoted by 
the Finance Company. The only sound system to 
adopt is to treat these shares on a cost basis, making 
the necessary reserves, if they have depreciated below 
cost. It is not always possible to rely on market 
quotations in the east* of newly-promoted Companies, 
since such quotations are frequently merely nominal, 
and do not represent actual value. 

Where promotion profits have been received in 
fully-paid shares, the same should not be brought into 
account at their nominal value. Tf there is a cash 
profit on t he promotion, apart from the shares, the 
latter should remain unvalued until realised, when 
the amount so realised can then be treated as profit. 
If, on the other hand, there is a cash loss on the Promo- 
tion Account, the same can lx 1 jegurded as the cost of 
the shares acquired, which can be brought into account 
at this figure, subject to depreciation. 

Where underwriting transactions have been entered 
into, and the Finance Company have been obliged 
to take up shares, the underw'riting commission 
received should be set against the cost of the shares 
so taken up, and not treated as profit. 

Generally speaking, it may be said that the safest 
method is that the Profit and Loss Account should 
only be credited with actually realised protits. Where 
the Accounts are not prepared in this manner, but 
credit is taken for profit represented by shares unsold, 
the Auditor should deal fully with the matter in his 
Report to the Shareholders. In some cases a separate 
Profit and Loss Account is compiled, showing the share 
profits, and this method is convenient where scrip, 
dividends are declared payable in the shares of other 
‘Companies. 
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The Auditor should ascertain what, if any, trans- 
actions are open on the Stock Exchange at the date 
of the Balance Sheet, since shares may have been 
purchased but not taken up, or sold but not delivered. 
In either event the contingent liability might be 
considerable. Where the transactions have been 
closed subsequent to the Balance Sheet, and the result 
is ascertained, the same, if a loss, should be provided 
for ; but a profit should not be taken credit for. Where, 
however, the transactions remain open at the date 
of the Audit, a note should appear upon the face ol 
the Balance (Sheet, statin/ that there are contingent 
liabilities in respect of transactions open on the Stock 
Exchange; and it the Vuditor considers the matter 
important, he should deal with it in his Report tc 
the Shareholders. ' 

All transactions with allied Companies should be 
carefully examined, and it should be seen that no 
manipulations are effected for the purpose of “ Window- 
dressing” the lespeetive Balance Sheets. 


§ 35. -Trustee Savings Banks. 

The Auditor should ascertain that the totals of 
the subsidiary Cash Books are correctly entered 
into the General Cash Book. The Bank Balance 
should be verified, and the Cash in hand counted. 
The postings from the Cash Book to the Depositors’ 
Ledgers should be tested, and also the calculations 
of interest credited to Depositors. It should be seen 
\ that the Statutory limits of yearly and total deposits, 
^namely, £50 and £200 respectively, are not exceeded. 
The. Auditor should examine some of the Depositors 1 
Bass-book^ with the Depositors* Ledgers, not accepting 
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those offered by the Officials. This examination should 
be more or less continuous throughout the year, so that 
not less than 10 per cent, of the Pass-books are examined 
in the course of the year. The Balance Book should 
be checked with the Depositors’ Ledgers, and it should 
be seen that the total thereof agrees with the balance 
of the Depositors’ Account in the General Ledger. 
Tliis Balance Book is open for the inspection of all 
Depositors, and contains no names, but each Depositor 
has a number attributed to him. The Auditor is 
required to certify that he has examined this list. 

The National Debt Commissioners’ Account should 
be examined for the purchases and sales of Stocks, 
transfers, interests, &e. 

§36. -Underwriters. 

Before commencing the Audit ol the Accounts 
of an Underwriter at Lloyd’s, the Auditor should 
make himself familiar with the mode of transacting 
business. Those interested in the ’subject are referred 
to the Authors’ volume, entitled U ud< rwriters' Accounts . 
The Underwriting Accounts are usually kept open 
three years, in order that all claims and other items 
may be included as far as possible in the year to which 
they relate, and enable the profit or loss in respect 
of each year’s underwriting to be ascertained. 

The Premium, Claim, Salvage and Re-insurance 
|Jooks should be cast, and the totals checked to the 
Impersonal Accounts. 

'* Brokers’ Ledgers should be examined, and the 
Balances cheoked, it being seen that the accounts are, 
properly agreed frop time to time, and that the differ- 
^encefe written off are ndt excessive. The Agreement 
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between the Underwriter and his Agent, if any,. should 
be examined, for the purpose of ascertaining the Agent’s 
salary and commission, and for obtaining information 
as 1 to how the charges are to be treated. 

It should be seen that the accumulated premiums 
are duly invested in proper securities, and that the 
Trust Deed in respect thereof is in the form required 
by the Committee of Lloyd's. The existence of the 
securities should be \critied. It should be seen that 
only profits actually ascertained have been withdrawn, 
any withdrawals in excess of this figure representing 
anticipations of pi old which may not be earned, and 
in fact forming part of the accumulated premiums. 

It may be remarked that, in order to comply with 
the requirements of the Assurance Companies Act, 
1909, all Underwriters at Lloyd’s are required to have' 
their Accounts audited by « Professional Accountant 
approved by the Committee of Lloyd's, wiro must 
certify the result of Iris Audit to the Committee. 


37.— Water Companies. 

The Auditor should examine the Special Act of 
the Company, which will contain particulars relating 
to the Share and Loan Capital, and state the limit 
imposed otr dividends. When no rate is prescribed, the 
limit is 10 per' cent, per annum ; but if in anv year the 
divisible profits do not amount to the prescribed rate, 
such amount may be taken from reserve as may bq 
necessary to make up the same. This reserve is 
formed under § 76 of the Water Works Clauses Act,* 

IF- 

The Audit of a Water Company follows to a great 
exteftt the procedure suggested in the case of Gas ' 



§§ 36-37. J 

SPECIAL POINTS IN DIFFERENT CLASSES OF AUDITS. 527 

•*' 

'i' 

Companies, described in § 17. The Water Rates are 
to a large extent dependent upon the rateable Value 
q£ the properties supplied. The Laid-on Book should 
be checked with a certified copy of the Valuation List 
for Domestic supplies, and with applications and reports 
for extras ; the consumption by meter with Meter 
Readers’ Books and Contracts, if any, for special 
supplies ; ship supplies, if any, with Turncock’s 
Returns. 

The allocation of expenditure as between Capital 
and Revenue should be examined, and it should be. 
seen that this has been duly certified by the Company’s 
Engineer. 
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CHAPTER XVr. 


THE AUDIT OF ACCOUNTS OF LOCAL 
AUTHORITIES. 

§ 1. -Classification of Auditors of Local 
Authorities. 

The accounts of the Local Authorities of this country 
- which term is intended to include England and 
Wales, and Scotland arc subject to one of the following 
'three classes of Audit, \iz. : 

(1) By District Auditois appointed by the Local 
(Government Board ; 

(2) By Elective Auditois; or 

(,1) By Professional Accountants, appointed by 
the Local Authority (in England), and by the 
Local (lo\ eminent Board or Secretary of State 
(for Scotland). 

§ 2. -District Auditors. 

The Local Authorities whose accounts are wholly 
or partly subject to Audit by District Auditors are, 
amongst others, County Councils, Metropolitan Borough 
Councils, Urban and Kural District Councils, Parish 
Cjpuncils, Parish Meetings, (Guardians and Overseers 
of the Poor (including Sick Asylum Districts and Poor 
Law School Districts), Education Authorities (including 
Town Councils, as such), Port Sanitary Authorities, 

. LI. 
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and in a few cases the whole of the accounts of Municipal 
Corporations. 

By the Poor Law (Amendment) Act, 1868, and the 
District Auditors’ Act, 1870, It is the duty of the Local 
Government Hoard “ to appoint such numbers of 
District Auditors as tluy may, "with the sanction of the 
Treasury, think necessary, for the performance of the 
, duties of audit ini' the Accounts, which are, for the 
time being, by law subject to be audited by District 
Auditors.” 

The majority of the persons appointed belong to 
the legal profession, and in consequence attention is 
given by them to the legality of the transactions, 
rather than to the ascertainment of the true linancial 
position of the Authority concerned; but it is sub- 
mitted that the Auditor should at the same time be 
, empowered to insist upon the true linancial position 
being shown, and be qualified to see that his request 
is complied with. 

The Regulations for District Auditois vary slightly 
as between Poor Law Authorities and Sanitary Author- 
ities, but the procedure at the Audit itself is practically 
identical. The Auditor may call upon all persons 
accountable, to attend, produce all books, documents, 
vouchers, &o., and require them to certify their correct- 
ness where he thinks it necessary. He must certify 
books and balances due, and Balance Sheets examined 
by him ; and must report to the Local Government 
Board upon any irregularities. In the case of Urban 
and County Authorities and * Borough Councils in 
London, ho must also, report to the Autho|0by itself. 

, A Ratepayer who is aggrieved by any item in the 
t Recounts under Audit may make an objection against 
it to the Auditor, who must receive and consider the 
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objection. The Auditor must then admit or disallow 
the item, and if required state in writing the reason 
of* his allowance or disallowance. 

The Auditor must disallow payments for which 
there is no legal authority, and surcharge them upon 
the persons responsible for the 'payment. This power 
is one that is often resorted to, but not often actually 
enforced ; an appeal lying to the Local Government 
Board, who may reverse the surcharge, if improper, 
or remit it when it seems just to do so. A more drastic 
remedy is to take out a writ of certiorari , and by this 
means get thedecisionof the Auditor judicially examined 
and its legality determined. The decision of the 
Auditor can also be questioned by certiorari, on a 
question of fact ; but the expense and trouble of pro- 
ceeding by this method is such that it is not often 
adopted. 

A surcharge which is not appealed against must 
be paid to the Treasurer of the Authority concerned ; 
and if this is not done, the Auditor must recover the 
amount by legal process. 

The District Auditor certifies as correct the Financial 
Statement, i.e. the Receipts and Expenditure Account, 

. made up in the form prescribed by the Local Govern- 
. inent Board, and allows the total amount of the ex- 
penditure specified in his certificate. 

The remuneration of tiie Auditor is . paid by ’the 
. Local Government Board out of Parliamentary supplies, 
but a charge is made by means of an ad vabrem Revenue 
Stamp impressed on the Financial Statement, and paid, 
by th#j|pcal Authority concerned. The charge 
-f|fi(';ifesed upon the expenditure allowed after deducting 
payments made by the-^pthority 
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Extracts from the various Statutes affecting District 
Auditors will he found in the Appendix. 

* o 

§ 3. Auditors of Municipal Corporations. 

There are three Vuditors appointed annually under 
§25 of the Municipal Corpoiations .Vet, 1882. Two 
of these are Elective Auditors, and the other is known 
as the M.noi’s Vuditoi. 

Elective Vuditoi s aie elected by the Burgesses, and 
the .Mayor’s Auditoi is appointed In the Mayor. The 
only (jualiiications jeipiiied are that an Elective Auditor 
must be ca}>ahle ot being a Town Couneilloi, but must 
not be a Town Couneilloi, Town Clerk, or Treasurer. 
The Mayor’s Auditoi must lie a member ot the Town 
Council. 

Strictly speaking, the duties ot the Auditors are 
to audit the Tiea-mei's Accounts: and where the 
Treasurer is the Bankei of the Corporation, and not 
Accountant or ehiet ot the Finance Department, it has 
been argued that this simply necessitates the An lit of 
the Bank Pass-book. In the Vppeal Case of T human v. 
The thronpoil Coi p<»nt>'m (M)00, 1 Q. B. 10), the Lord 
Cliiel Justice gave it as his opinion that something 
more than the Cash Viulit was meessarv, and that it 
was the duty of the Auditor to make a proper examin- 
ation of the Accounts, so that he could leport thereon to 
the Corporation. The Borough Auditors have no power 
of surcharge. They may, and very often do, report 
to the Burgesses, but there *is no legal authority 
requiting them to do so. If illegal expenditure t is 
incurred, the remedy is by a writ of certiorari', for Ahe 
purpose of obtaining judicial review of the order for 
payment qf the money out of the Borough Fund 
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There is no remuneration allowed to the Auditors 
for the Audit of the Borough Fund ; hut for the Audit 
of. the District Fund, they are entitled to a reasonable 
sum, being not less than two guineas, for each day 
during which they are employed on the Accounts. 

It may be said that thi- d.» of Audit is generally 
unsatisfactory, and it is not im usual for persons to 
accept the responsibility ol the office who have not the 
slightest ability to cany out the- duties attaching to 
the position. This is, of couise, not always the case, 
but that the system is capable ol impro'vcmcnt is con- 
firmed by the report of the Joint Select Committee on 
Municipal Trading, .lime. It «•.'{, which strongly recom- 
mended that the existing s\ stems of Audit applicable 
to Corpoiations, County Councils, and l T rban District 
Councils, should be aboii-hed, niul a Professional 
Audit substituted theielor. 

The provisions a- to \uditois contained in the 
Municipal Corporations Act. ISSL\ w ill be found in the 
Appendix, and apph to the Councils ol ( on nty Boroughs 
and Non-Countv Boioughs in Fnuland and Wales, 
except where they ate winded b) Special Statute, 
in which case Professional \uditois are appointed. 

§4. Professional Auditors. 

A large number of Municipal Corporations at the 
present time appoint Professional Auditors to under- 
take the Audit of their Accounts. Some of these make 
the appointment by authority of Special Act of Parlia- 
ment, whilst others make the appointment without 
Bpecial or direct statutory authority. It has been 
suggested that to make such an appointment without 
special statutory authority is an illegal act, but those 
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Corporations which have done so have proceeded 
under § 19 of the Municipal Corporations Act, 1882, 
which runs as follows : — 

’ <( TJio council shall from time to time appoint such other 

officers as have been usually apjminted in the borough, or as , 
the council think necessary, and may at any timo discontinue 
the appointment of any officer appearing to them not necessary 
to be reappointed.” 

The work of Professional Auditors will, to a large 
extent, be guided by the contract which is made at the 
time of the appointment ; apart from this, it will also 
be influenced by the internal check which is in opera- 
tion in the conduct of the Finance Department, and of 
the other departments, so far as financial matters are 
concerned. 

Tn the Report of the Joint Select Committee on 
Municipal Trading, dated June, 1903, the Committee c 
recommended that — 

(а) The existing systems of Audit applicable to corporations, 
county councils, and urban district councils in England and 
Wales be abolished. 

(б) Auditors, being members of the Institute of Chartered 
Accountants, or of the Incorporated Society of Accountants 
and Auditors, sjiould be appointed by the throe, classes of 
local authorities just mentioned. 

(c) In every case the appointment should be subject to the 
approval of the Local Government Board, after hearing any 
objections made by ratepayers, and the Auditor, who should 

/ hold office for a term not exceeding five years, should be 

eligible for reappointment, and should not be dismissed by 
the local authority without the sanction of the Board. 

(d) In the event of any disagreement between the local authority 
and the Auditor as to his remuneration, the Local Government 
Board should have power to determine the matter. 

(e) The Scots practice of appointing Auditors from a distance, 

* , in preference to local men, to audit the Accounts of small „ 
burghs, should in similar cases be adopted in England- 

§o.- -Procedure at Audit. 

k ' woffc. ' which,, a PmfestionaJ. , '\Au^^i i ^i 
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his duties, is very largely dealt with in other portions 
of this volume ; in particular, however, it will be 
necessary for him to examine the system of Internal 
Check which is in operation in the Finance Depart- 
ment, and also the control which the Finance Depart- 
ment exercises over the financial transactions of other 
departments of the Municipality. 

The principles upon which the Audit of a Local 
'Authority should proceed, cannot be better stated 
than in the Report of the Joint Select Committee on 
Municipal Trading, of June, 1903, as follows : — 

<c The Committee are of opinion that it should he made clear 
by Statute or regulation that the duties of those entrusted with 
the Audit of local accounts are not confined to mere certification 
of figures. They therefore recommend that ...... 

(a) The Auditor should have the right of access to all such papers, 
hooks, accounts, vouchers, sand ions for loans, and so forth, 
as are necessary for his examination and certificate. 

(b) He should also he entitled to receive from officers of the 
Authority such information and explanation as may be 
necessary for the performance of his duties. 

c) lie should certify — 

(!) That he has found the accounts in order, or otherwise, 
as the case may he ; 

(2) That separate accounts of all trading undertakings have 
been kept, and that every charge which each ought to 
bear has been duly debited ; 

(3) That in his opinion the accounts issued present a true 
and correct view of the transactions and results of 
trading (if any) for the period, under investigation ; 

(4) That due provision has been made out of revenue for 
the repayment of loans ; that all items of receipts' and 
expenditure, and all known liabilities have been brought 
into account; and that the value of all assets has in 
all cases been fairly stated. 

Auditors should be required to express an opinion upon the 
necessity of reserve funds, of amounts set aside to meet depre*', 
ciation and obsolescence of plant, in addition to the statutory 
sinking funds, and of the adequacy of such amounts. 

i The Auditor should also be required to present 4; report •$<*'. 

the Jjocal Authority. Such report should, include Gbserv&$c>h& 
I'?* a$>qh t<* which he has .not' been satisfied, 
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in his judgment cull for special notice, partieulaily with regard to 
the value of any assets taken into account. 

The Local \iithonty should forward to the Local Government 
Board both the detailed accounts and the repoit of the Auditor made 
upon them. It should be the duty ol tho Auditor to report 
independency to tlu Board any case in which an Authority 
declines to carry out «m\ immune lul.ilions made by him. 

Aftei cartful consult ration, the Toniinittoe an of opinion 
that, m Mew of the thoroughness of the proposed Vudit, powers 
of bui charge and disallowance could be altogether dispensed with 
in the case of tlu major Local \uthontns 1 ' 


§ 6. Rates. 

Tlie principal Hates with which the .Vudit or is 
concerned arc the Borough Hate and the General 
District Hate, these Hates being made by practically 
all Municipal Corporations; while the General District 
Hate is also the means of obtaining money by Urban* 
District Councils for income purposes. 

(a) Borough Rate. 

The Borough Hate is assessed on the several Parishes 
in accordance with the assessable a nine of such Parishes, 
determined by-- 

(a) Valuation List in force ; 

(b) Last made Poor Hate; or 

(c) Council’s own valuation. 

When made, it is generally levied on the Overseers 
by means of a Precept, and collected by the Overseers 
with, and as part of, the Poor Hate. Any surplus 
in the Borough Fund derived from a Borough Hate 
must be applied as the ( 'ouncil direct, for the benefit of 
the inhabitants or improvement of the Borough, Any 
surplus not derived from a Borough Rate may b‘e 
utilised for sanitary purposes, under the Public Health 
Act* 1876. 
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(b) General District Rate. 

The General District Rate is based on a valuation 
in. accordance with the Poor Law valuation for the 
time being in force, but certain hereditaments, includ- 
ing land, railways, canals, docks, &o., are assessed 
only on one-quarter of the rateable value. This rate 
is collected by the Council direct. 

(c) Distinction between Borough and General District Rates. 

The differences between the Borough and General 
District Rates arc 

(1) The Borough Rate is generally collected with 
the Poor Rate, which is a separate late for each 
Parish within the Boiough or District, whereas 
the General District Rate is usually one General 

• Rate tor the whole uien ol the Borough or 

Disti id. 

(2) The individual assessments differ to the extent 
that for the Geneial Distuct Rate, hind, railways, 
canals, &c„ aie only assessed on one-quarter 
of the rateable value; whereas, in the case 
of the Poor Rate (including the Boiough Rate), 
agricultural land is chargeable with half only 
of the rate in the Z charged on other heredita- 
ments, the loss of revenue to the Parish on 
this head being largely made good through 
the Local Taxation Account. 

(3) The provisions for the compounding for the 
payment of rates differ. 

(4) The Borough Rato is applicable to civil pur- 
poses, and the District Rate is applicable to 
sanitary purposes. 

In the case of many Local Authorities, a joint 
collection has been instituted for the Poor Bate and 
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the General District ltate ; but for the reasons men- 
tioned they must be kept entirely separate and distinct, 
even if collected on one demand by the same Collector. 

(d) Audit of Rate Accounts. 

The following proccduie is necessary in auditing 
the Rate Accounts : . 

(1) lioroi«jJi Fund. 

See the resolution of the Council for the amount 
raised and levied on the Overseers bv precept, vouching 
same into the Ledgci Account ot the Overseers. See 
that the amounts are received at the proper dates and 
in proper instalments. 

(2) District Fund. 

Examine the Rate Books. See that they are 
properly headed, signed, and sealed with the seal of the 
Authority. Oompaie total of assessable value with 
the copy of Valuation Inst as supplied by the Assess- 
ment Committee. Check reductions ot assessment 
and allow ances. For t hose w hieli are made by Statute, 
the rateable value ill be reduced, in other cases an 
allowance will be made. These allowances must be 
inlra vires, and should be supported by Special Resolu- 
tion of the Council, passed on a recommendation of the 
Finance Committee. Examine Supplemental Valuation 
Lists for alterations. Check the Summary of the Rate 
Account, and prove in total. Check the collecting and 
deposit books of the collectors, with the receipts issued 
by them, and with payments made to Treasurer by 
them. See the Ledger Accounts are properly kept 
for each collector. 

Neither of these rates must be made in respect bt 
^expenditure incurred anterior to a period of six months 
before its allowance. 
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§ 7. —Other Income. * 

Income will be received from various sources, sue} 
as Baths and Wash-houses, Markets, Allotments, &c 
It should be seen that a proper system of Interna 
Check is in force for these receipts, and the same shouh 
be thoroughly tested. 


§ 8. -Payments. 

Especial care is genet ally exercised in dealing with 
accounts foi payment. The oidinary course of pro- 
cedure with regard to invoices, as already described 
in this book, w'ill applv , so far as the department con- 
cerned with the ordering of the goods is affected. The 
•requisition books should be examined, and checked 
with invoices. The invoices will then pass to the 
Finance Department, where they will be checked 
as to accuracy, and to see that the proper routine has 
been gone through in the ordering department. It 
will also be observed that contract prices are adhered 
to. They are then certified as correct by the Chief 
of the Finance Department, and placed before the 
proper Committee, where, if approved, they are signed 
by the Chairman of that Committee. Subsequently 
they will be placed before the Finance Committee, 
and signed by the Chairman of that Committee ,- after 
which they will be presented to the Council for pay- 
ment. 

The Auditor should see that the Internal Check on 
these matters is properly carried out, and in vouching 
the various payments will see the Minute Books of 
tfce Council and its Committees ; examine the invoices 
relating to each department to see that they are properly 



[Chap. XVI. 

640 PRACTICAL AUDITING. ' 

signed ; observe 'that they are paid out of the. Fund 
to which the expenditure is properly chargeable ; and 
note that all payments are within the powers of the 
Corporation, and covered by some estimate. 

By § 9 (1) of the London (Government Act, 1809, 
it is provided that “ . . all payments by the 

Council shall be made in pursuance of an Order of the 
Council, .signed by three members ot the Finance 
Committee present at the meeting of the Council 
. . . and the same ( )rdcr may include several 

payments.” This provision is also to be found in the 
Local Covernment Act, 1888. § 80, and a similar 
provision (except as regards the Finance Committee 
membership) is embodied in § 141 of the Municipal 
Corporations Act, 1882. The Order referred to does 
not mean an order cheque, but is a list of the payments* 
which the Council authorize the Treasurer to make on 
their behalf. This list is a great protection against 
fraud by altering the amount of any cheque or by any 
person forging a cheque, for the reason that the iden- 
tical amount of the •cheque must appear on the order 
sheet, together with the name of the person to whom 
it is payable. 

§ 9. — Outstandings. 

It is not absolutely necessary for Municipal Cor- 
porations to keep their accounts on income and ex- 
penditure lines, but from the fact that a great number 
do this it is evident that the purely cash system of 
account-keeping is considered inadequate ; and it may 
be noted that the adoption of the Income tmd Ex- 
pfcnditure system was recommended by the Depart- 
mental Committee on Local Authority Accounts, 
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Apparently the Auditor cannot insist on Outstand- 
ings being brought in, but he should certainly recom- 
nlend that such a course should be adopted. It should 
bo noted, however, that the returns to be made to the 
Local Government Board are in respect of receipts and 
expenditure only. 

Much has been said and written as to what the terra 
Receipts and expenditure really means, and in actual 
practice among Municipal Officers each one defines it 
as meaning that which best suits his convenience. 
When it was first used by the Legislature it was 
presumably intended to cover receipts and payments 
only, but as the work of the .Municipalities has in- 
creased, and in particular as Municipal Trading 
has grown, the necessity for Income and Expenditure 
*iu accounts has led to an altered definition of the term. 
It should be noted that the Local Government Board 
always accept returns of Income and Expenditure 
without question. 

§ 10. - Exchequer Contributions and Grants in 
Aid. 

These consist of amounts paid to Local Authorities 
out of Imperial He venue (Local Taxation Account), in 
respect of services which are permanently national in 
character, though locally administered. Such sums 
are derived from — 

(1) Local Taxation Licence Duties (Local Govern- 
ment Act, 1888, § 20). 

(2) Estate Duty on Personalty (Local Government 
Act, 1888, § 21, as amended by the Finance 
Act, 1894). 

(3) Local Taxation (Customs and Excise) Duties 
Act, 1890. 
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Moneys credited to the Exchequer Contribution 
Account must be applied by the County or County 
Bbrough concerned, in accordance with the provisions 
of the Local Government Act, 1888, and the Edu- 
cation Act, 1902. 

Local Authorities also receive grants in aid of 
Public and Elementary Education ; and grants from 
the Crown in lieu of rates in reaped of Crown Property 
within the local area. 

The Auditor should see the published accounts, 
correspondence, &c., relating to any of the above, and 
should see that they are applied in accordance with 
law. Where any sums are brought into account 
before receipt, the basis on which apportionment has 
been made must be examined, and certified by the 
responsible persons concerned. 


§ 11.— Capital Expenditure. 

In the execution of their Statutory duties Local 
Authorities have to expend —from time to time —large 
sums of money for what are generally termed Capital 
purposes. 

This expenditure may be grouped under two 
distinct heads : — 

1. Productive Works, c.y. Undertakings for supply- 
ing light, water, transit, markets, &c. 

2. Non-productive Works, which can be further 
divided into — 

(а) Realisable, such as Town Halls, Public Librae ' 

, ides, Dep6ts, &o. 

(б) Unrealizable, such as Street Improvements,' 1 ' 
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The benefits derived from this expenditure are in 
all casos enjoyed for a considerable period, and an 
erideavour is made to make an equitable charge upon 
the ratepayers in respect thereof over such period. 
In practice this is not effected, for tlio reason that it 
is impossible to ascertain evaoUy the life of the works 
so earned out : and secondly, it is essential that Local 
Authorities should he acquired to repay all borrowed 
money within fixed periods. 

The sauclion of a Government Department is 
(practically in all cases) a necessary preliminary to 
borrowing money for such purposes, and the periods 
for repayment vary considerably under different Sta- 
tutes. The instrument authorizing the borrowing 
always states the period during which the money has 
to be repaid. 

Local Authorities often obtain special borrowing 
powers by Local Act, but in these cases it frequently 
happens that the Act first gives power to take over 
a concern already formed, or establish a particular 
business, and in addition pt escribes the amount of 
money that may be borrowed for the purpose, and the 
period within which such money has to be repaid. 
In such cases it is possible to obtain a longer poriod 
for repayment than is prescribed under general Statute. 

The distinction between Loan expenditure and 
Capital expenditure must be properly understood. 
Thus, certain items which are properly chargeable to 
Capital Account cannot be paid for out of borrowed 
tnoney, owing to the restrictions of the sanctioning 
authority, and on the other hand many assets are 
acquired in respect of which no loan has been obtained. 
*Xt VfiE be the duty of the Auditor to see that such 
assets am duly recorded, so as to obviate the possibility 
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of their being lost sight of. The Auditor should make 
himself conversant with the local and general Acts 
of Parliament aflecting the borrowing powers of the 
Authority whose accounts are being audited, and 
also the vat ions methods by which the Authority 
is empoweicd to exercise such borrowing powers. 

Another important point is to see that money 
borrowed for a particular purpose is applied to that 
purpose. It frequently happens that the Authority, 
having decided to do a certain thing, experiences some 
difficulty in obtaining sanction, and that before the 
sanction is actually received some expenditure is 
incurred in anticipation. In such a case the provision 
for repayment should commence from the date of the 
completion of the works, and not from the borrowing 
of the money. 

It. may be advisable here to mention that money 
borrowed from the Bank to meet an overdrawn loan 
account, whether the overdrawn balance is due to 
excess expenditure over the estimate, or for any other 
reason, is, in the absence of authority to borrow, equi- 
valent to an illegal borrowing. ( Attorney-General v. 
Corporation oj IFesf 11am , 1910, Aect. L.R. 41.) 

The Auditor’s duties in connection with vouching 
Capital expenditure have been considered in Chapter II. 


§ 12. — Raising Capital Moneys. 

The principal methods adopted for the raising of 
loans are the following: — 

(a) By Issue of Stock. 

* This method is resorted to under Statutory power, 
verv frecmentlv-bv virtue of a Local Act, and had grown 
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very popular of late years, increased facilities having 
been made for its adoption. Tts advantages will be 
referred to later. The money obtained by the issue 
is based either upon a fixed price of issue, or upon 
tenders with a fixed minimum price. The issue being 
thrown open to the public, and the security being good, 
a large sum may frequently be raised more cheaply 
in this way than by any other method. Matters re- 
lating to the issue of Corpotalion Stock arc dealt with 
in § 13. 

(b) By Granting Mortgages upon Property and Rates 

This is a very general method of raising funds 
utilised by Local Authorities who do not or cannot 
resort to Stock issues. 'Mortgages granted by Local 
* Authorities may conveniently be classified as 
follows : — 

(1) Those granted for actual period and amount of 
specific sanction 

(a) Providing for repayment at any time after 
stated period after notice by either party : 

(b) Providing for repayment at a fixed date ; 

(c) Providing for repayment by periodic instal- 
ments. 

(2) Those granted for short periods — 

(a) Fixed period {c.g. five years) ; 

(b) Providing for repayment after six months’ 
notice by either party ; 

A 

which in either case may be allocated to sanc- 
tions after the money has been actually received. 

* The first method is usually adopted by the smaller 
authorities {e.g. ' District Councils and non -County 
Borough Councils), the loans being obtained from 
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Insurance Companies, who make a practice of ad- 
vancing funds to Local Authorities : from other Local 
Authorities, who find this a convenient and safe 
method of investment for their redemption funds ; or 
from the Public Works Loan Commissioners, who 
exist for the purpose of lending to Local Authorities 
money raised on the national eiedit. 

One disadvantage of this system is that the rate 
of interest is fixed for a long period. Borrowing by 
this means is authorized by almost all the Statutes 
conferring poAvers of borrowing ; but such Statutes 
only allow the particular Rate concerned to be charged. 
In some eases, however, power has been obtained by 
Local Acts for Mortgages to be issued and secured 
indifferently on all the Rates, Revenues, &c., of the 
Authority concerned. t 

The second method of raising money is often 
adopted by the larger Authorities, to provide money 
temporarily, pending an issue of Stock ; and. if loans 
are received in small sums, it furnishes a source of 
investment for private individuals, locally interested. 

Under this system advantage can generally be 
taken of better conditions prevailing in the money 
market by paying off the Joans and reborrowing. 
There is the risk, however, of a large number of Mort- 
gagees calling in their Mortgages under similar circum- 
stances, which might cause the Local Authority 
inconvenience. 

*(C) By Issue of Bills of Exchange. 

> . This is done by Corporations of the largest towns, 
principally for the purpose of meeting capital expendi* 

, turn pending an issue of Stock. The power is conferred 
ronly by Local Act, 



§§ 12-13.1 

THB^UDIT of accounts of local * AUTHORITIES, 547 

(d) By Issue of Debentures, Debenture Stock or Terminable 
Annuities under the Local Loans Act, 1875. 

• These methods are very little resorted to, as the 
Act does not itself confer the power to issue Stock, 
and some pf its provisions are defective, whilst others 
are not considered satisfactory ; ( .q. Debenture Stock 
cannot be issued for larger nominal amount than the 
borrowing power ; Loans rank according to .priority 
of date of issue, &c. 


§ 13.— Corporation Stock. 

t 

Corporation Stock is a marketable commodity 
representing a combination of liabilities to individuals 
who have advanced money in response to a public 
invitation, or acquired the rights of others who have 
done so, secured without disci inclination upon all the 
Bates, Revenues, and Property of the Issuing Authority. 

Where large sums are required for capital purposes, 
and the market conditions are favourable, this method 
of borrowing is probably the best, for the following 
reasons : - 

(1) Recourse being had to the open market, and 
the security beiug usually icgarded as excellent, 
the money is generally obtained, even when 
the Stock is issued at a discount, on more 
favourable terms than by any other method. 

(2) The period for redemption is a lengthy one, 
sixty years being generally allowed, with an 
option to call in any or all of the Stock after 
the expiration of a stipulated period, usually 
twenty years. (It must be remembered, how* 
ever* that provision for redemption of Stook 
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must be made within the periods of the sanctions 
concerned.) 

(3) The administrative advantages are particularly 
important, all interest being at the same rate ' 
upon the particular issue, and falling due at 
the same date, and the same method of payment 
thereof being adopted. 

(4) An investor may take, up a small amount of 
the Stock, and may at any time sell all or part 
of his holding, the transfer of the Stock being 
allowed in multiples of, say, £J, in excess of 
a stipulated minimum amount, commonly free 
of transfer duty. 

It has been stated that the Local Loans Act, 
1875, does not of itself give the power to issue stock 
and the Act is therefore of very little importance st> 

, far as stock is concerned. Some Local Authorities have 
obtained authority to issue stock by means of Local 
Acts, which must be referred to for regulations govern- 
ing the issue. Up to 1882, the regulations concerning 
the Issue of stock' in different Local Acts were dis- 
similar and defective in some respects, but in this 
’year Model Stock Clauses were drawn up and have 
been incorporated in all Local Acts passed since 1882. 
‘It is not proposed to consider these model clauses in 
detail, as they are very similar to those incorporated 
in the Stock Regulations mentioned hereafter. 

Redeemable Stock may be issued, apart from local 
illation, by County Councils in Accordance with 
ga TTP of the Local Government Act, 1888 ; and* by 
vptUrban Sanitary Authorities under Part 5 of the Public 
Health Acts (Amendment) Aot, 1890, where that 
'I portion of the Act has 
Authority concerned. 
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Regulations have been issued by the Local Govern- 
ment Board under these Acts, which are known respec- 
tively as the County Stock Regulations of 1891, 1897 
and 1901, and the Stock Regulations of 1891, 1897 
and 1901. 

The Regulations are very similar, and provide, 
inter alia , as follows : 

(1) The Local Authority (except County Councils) 
must obtain from the Local Government Board 
a “Consent Order ” authorizing the issue of 
Stock ; upon receipt of which the Local 
Authority may from time to time by resolution 
create and issue redeemable stock up to the 
amount of the statutory borrowing powers 
mentioned in such order. 

(2) Stock may be issued at a premium, at par, or 
at a discount not exceeding (except with the 
consent of the Local Government Board) 5 per 
cent. 

(3) The Local Authority may issue more than one 
class of stock, but all issues of a particular 
class must be subject to the same terms and 
conditions, except that the price of issue may 
vary. 

(4) Sufficient stock may be issued to produce the 
actual sum raisable (i.e. including expenses of 
issue and discount). 

(5) The Local Authority must establish a separate 
“ Stock (Dividends) Fund ” for every class of 
stock, to which must be paid in each year 
a sum equal to the aggregate amount of all 
dividends payable on such stock drawn from 
the appropriate funds or revenues in proper- 
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tion to the stock allocated thereto Payments 
into the Dividends Fund of- 
(nr) Rents and profits of land and other property 
acquired for purpose in respect of which 
stock has been issued, 

(b) Dividend Contributions, 

(c) Unclaimed Dividends, 

must be recorded so as to distinguish amounts 
applicable to each undertaking and purpose. 

(6) The Local Authority must establish a separate 
“ Stock (Reden ption) Fund ” for every class 
of stock, to which must be paid in each year 
a sum equal to the aggregate amount payable 
for redemption and extinction, or purchase 
and extinction, of stock, drawn from the 
appropriate funds or ic venues concerned. 
All amounts in the redemption fund must, 
until actually applied in the redemption or 
purchase of stock, be invested in statutory 
securities ; and separate account of such kept. 
The aimual proceeds from the securities are to 
be paid into the Redemption Fund (or to the 
Revenue Account concerned, if the Redemption 
Fund is non-accumulating). 

(7) The Local Government Board are empowered 
to approve schemes for consolidation of loans, 
and subject to this, provision is made for paying 
off existing securities with moneys raised by 
stock, or for the issue of stock in substitution 

mortgages or other securities. The consent 
' the holder is in most cases necessary for 
r this latter procedure, and Local* ^wthoritiea 
are authorized to pay sueh' holders reasofcq,]^ 
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* compensation and issue stock up to the amount 
paid. 

In ’connection with each Fund separate accounts 
‘arc to be kept in respect oi each undertaking or 
purpose, and of each statutory borrowing power. 

The method of ascertaining the amounts due to 
the Stock (Dividends) Fund tiom each of the Cor- 
poration Funds foj interest is of course a simple cal- 
culation. 

To ascertain what is due to the Stock (Redemption) 
Fund for debt redemption purposes, reference must be 
made to tables, from which the sum annually required 
to redeem £1 under given conditions can be obtained ; 
and the sum so obtained must be multiplied by a 
figure equal to the amount of the particular debt to 
be redeemed, the result being the annual contribution 
to the Stock (Redemption) Fund. The Auditor should 
check these calculations. 

As has been stated, the Coiporation generally has 
power after a definite period has elapsed to call in any 
or all of the Stock. It will depend upon circum- 
stances as to whether it is advisable to take advantage 
of this option, the princip.il factors in the case being 
the market price of the Stock to be bought in, and the 
rate of interest earned upon the investments which 
must be realised to enable this to be done. Where 
advantage is taken of a favourable opportunity to 
cancel a parcel of Stock, it must be borne in mind 
that the Sinking Fund contributions will not be affected, 
but will have to be regularly made for the whole period 
, upon which Sinking Funds have been calculated, 
interest accumulations being made good out of Revenue. 

4# ft general rule, Local Authorities are not em- 
g>c|ttM0d to utilise ordinary Sinking Fund aecumula- 
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tions for their own Capital purposes, but by Article 2 of 
the Stock Regulations Amendment, 1901, they are so 
empowered in regard to Redemption Funds provided 
for redemption of Stock. 

Several Local Authorities have obtained power 
under Local Acts to utilise for their own Capital purposes 
Sinking Funds established for iepayment of loans on 
mortgage, &c., in addition to redemption funds pro- 
vided for redemption of Stock. The question as to 
the advisability of so using Sinking Funds was recently 
considered by a Select Committee of the House of 
Commons, who reported Jiat such utilisation in lieu 
of borrowing is financially unobjectionable if piopcrly 
safeguarded and certain conditions imposed. The 
Sinking Fund Investments must be veiilied by the 
Auditor. 

The Auditor’s duties in vouching an issue oi Stock 
are similar to those in connection with vouching an 
issue of Share Capital which have been dealt with in 
Chapter IX., § 2. 


§ 14.— Repayment of Capital Moneys. 

Local Authoiities usually repay borrowed moneys 
by one or more of the following methods : - 

(1) Equal yearly or half-yearly instalments of 
principal, Avith interest on the balance from 
time to time outstanding. This is known as 
the Fixed Instalment System, under which 
the total annual payment decreases each k 
* year, and the burden falls heavier upon the 
ratepayers in the earlier years of the ourrenoy 
of the loan. 
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(2) ’Equal yearly or half-yearly instalments con- 

sisting of principal and interest combined, 
resulting in an equal annual charge to the 
ratepayers during the currency of a loan. 
This is known as the Annuity System. The 
total interest payable .on a particular loan 
is, however, greater than would be the case 
under the Fixed Instalment System. 

(3) By means of a Sinking Fund. This method 
is very generally adopted, owing to the fact 
that in the absence of binding conditions 
moneys may be j aised tor short periods and 
in small sums, and loans may be redeemed 
and reborrowed on moi e advantageous terms ; 
also that the tei ms for borrow ing are generally 
more favourable than under the other systems 
of repayment owing to the whole sum borrowed 
being repayable in one amount, while in addition 
the fund may be applied in repayment of debt 
at any time whore conditions are favourable. 
The administration of Sinking Funds, and 
the method of accounting is naturally more 
complicated than m the case of repayment by 
instalments. 

Provision for the redemption ol Stock can only 
be made by this method. The Stock Regulations of 
1891, 1897 and 1901, provide for Redemption Funds 
of two kinds : - 

(1) Accumulating (analogous to the Annuity System) 
under which interest on investments is credited 
to the Fund as well as the periodic contributions, 

(2) Non-accumulating (analogous to the Fixed 
Instalment System) under which interest is* 
credited Jfco the Revenue Account boncerned. 
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The Auditor must see that redemptions of Stock 
are in accordance with the terms of issue. The can- 
celling entries in the Stock Register should be checked, 
and if Stock is purchased in the open market, bought 
notes should be seen. 

Tn the case of repayment ot Mortgages there should 
either be a reconveyance of the property charged, 
which should be seen, or the Mortgage Reed itself, 
with a discharge endorsed thereon by the Mortgagee, 
should be produced. 

In the case of Bills ot Exchange the cancelled Rill 
should be produced. 

§ 15. Depreciation of Capital Assets. 

It has been previously stated that in all cases* 
where Capital is raised, authority to do so must have 
been obtained from a Government Department, and 
when this authority is given, a term is fixed during which 
the amount borrow ed must either be repaid, or provision 
made for that purpose, out of Revenue. 

Tliis is all that is directly required by law ; and at 
the end of the period for which the loan was sanctioned, 
if thef* sum borrowed has been entirely repaid, the 
♦ Local Authority is entitled to reborrow for the 
original purpose, again obtaining sanction of the proper 
Government Department. 

In the case of trading undertakings, e.g. Gas, 
Electric Light, Water, Tramways, &c., the Local 
^Utfcority acquiring powers to carry on such undet- 

ings possesses the monopoly of supply over the ; 
jt'ro which such powers relate, and in consequent, 
« compelled by law to give a supply to every petsoft 
demanding it,"heaw nenalties beincr imnosed Where 
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such demand is not complied with. For this reason the 
, undertaking must be kept in such a condition as to 
be able to meet the demand, and this will naturally 
necessitate provision for depreciation being made to 
a certain extent. 

Small replacements which, take place frequently 
will be charged against Revenue, as and when the ex- 
penditure is made ; but larger replacements should be 
dealt with by the creation of a specific or general 
reserve or renewal fund, as otherwise the charge for 
such larger replacements would be excessive as against 
any particular years Revenue. 

Where the asset requiting replacement forms part 
of a group of assets acquired under one sanction, 
provision must be made for the redemption of the whole 
‘debt upon such group of assets, before reborrowing' 
can be resorted to in respect of all or any part of such 
group. Where such replacement becomes necessary, 
it is essential that the accumulated sinking fund, 
together with the break-up value of the original’ assets,, 
should provide for the total redemption of the debt 
upon such assets, and if a reserve fund has not been 
created for the purpose of meeting any deficiency, 
feuch deficiency will have to be met out of the rates 
‘of the Local Authority befoie a new loan can be 
sanctioned. 

Much discussion has taken place on the subject as 
to whether it is necessary to provide for depreciation 
of fixed assets employed in trading undertakings^ in 
addition to the statutory provision for the repayment 
debt. The importance of this question turns upon 
i tie f$ct that it is only profits derived from oanying 
Oh U trading undertaking that can be applied la reli&f 
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It lias already been pointed out that the Authority 
must maintain the assets in a state of efficiency, in order 
to continue to be able to supply the commodity, and 
that it is not entitled to reborrow, for the purpose 
of replacement, until the original loan, by which the 
assets were acquired, has been repaid. Consequently, 
the cunent cost of maintenance must be charged 
against Revenue. 

If provision for depreciation is made on such a scale 
as to enable leplacement to be made out of Revenue, 
when the assets require renewal, in addition to provision 
for the repayment of debt out ol Revenue, the result will 
be that when the debt has been repaid the then exist- 
ing generation of ratepayers will be in possession of a 
fully equipped undertaking, and will not be obliged 
to have recourse to bonowdng for the purpose of ' 
carrying it on. 

This is the highest point of view, but it is very 
rarely carried out in practice, and cannot be said to be 
legally ‘necessary. 

There would appdat to be no obligation, by Statute 
or otherwise, for the present generation ot ratepayers 
to do more than repay the loan, and maintain the 
undertaking in a state of efficiency out of Revenue, 
making the necessary provision where the assets or 
any pait of them will require renewal before the expira- 
tion of the loan period. This should be made before 
the ascertainment of profits available for relief of the 
rat^s, and the Auditor should arrive at an opinion as to 
whether this has been done before any profits are 
transferred. 

sometimes contended that all that is necessary 
ifffljp provide for current maintenance, and for the 
Statutory charges lor repayment of debt* leaving tlju* 
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question of reserve for renewals, prior to the expiration 
of the loan period, to be dealt with as they arise. 
This, however, is unsound in principle, and the con- 
tention that the goodwill being created can be regarded 
as counterbalancing any deliciency in assets arising 
in this manner is not one that can be admitted by the 
. Auditor. 

The question of loss arising from obsolescence has 
assumed much prominence in recent years, and it has 
been contended that the ascertained loss arising from 
the conversion of the whole or a portion of the under- 
taking, owing to improved methods of production or 
means of transit, should be provided for out of Revenue 
at a more rapid rate than the statutory provision for 
the repayment of the original Joan requires. Although 
' this may be desirable, it cannot be .regarded as 
essential in cases where fresh borrowing powers have 
been granted expressly for the purpose of conversion 
without such a condition being imposed. 

Loss occasioned by obsolescence of minor portions 
of the undertaking should be regarded as a Revenue 
charge, and where such obsolescence can be reasonably 
foreseen, the same should be provided for. 

In connection with non-trading undertakings, it 
is sufficient for the Auditor to see that proper provision 
for repayment of debt is made each year. 

§ 16— Statutes and Bye-Laws. 

It must be borne in mind that the Auditor must 
bo thoroughly acquainted with the Statutes governing 
the particular Local Authority he is concerned with, 
and he must in addition understand the bye-laws of 
tjhe Council, especially those dealing 'frith financial 
matters. 
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Finance Committees are only Statutory Committees 
in the case of County and Metropolitan Borough 
Councils, by virtue of the Local Government Act, 1888, 
and the London Government Act, 1899, which provide 
that such Committees shall regulate and control the 
finance ot the Local Authority, and indicate the pro- 
cedure therefor. Most 'Authorities, however, appoint. 
Finance Committees, and by their bye-laws often 
regulate the administrative details by which thoy are 
to exercise full financial control. The Auditor should 
See that the bye-laws in this respect aie properly com- 
plied with. 

Extracts from vaiious Statutes affecting Local 
Authorities will be found in the Appendix. 
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CHAPTER XVTI. 


INVESTIGATIONS. 

§ 1. The Nature of Investigations. 

The term Investigation implies an examination of 
the Accounts of a business for some special purpose. 
It differs from an Audit, inasmuch as it is not primarily 
carried out for the purpose of ascertaining whether 
the Balance Sheet of the business is properly drawn up, 
but rather for the purpose ot obtaining expert inform- 
ation as to the earning capacity and financial position 
of the concern, from some special point of view, usually 
that of an intending purchaser or investor ; or, in the 
event of fraud, for the purpose of ascertaining the 
extent thereof. The various classes of Investigation 
carried out in practice are too numerous to be dealt 
with here, but the following may be indicated : - 

(1) On behalf of the Vendors to, or promoters of. 
a proposed Company, with a view to the pre- 
paration of a Certificate of Profits for insertion 
in a Prospcotus. 

(2) On behalf of a private individual or firm about 
to purchase a business. 

(3) On behalf of a prospective incoming Partner. 

(4) ' On behalf of an individual or firm proposing 

to finahee a business by advancing money 
tfie Proprietors, or taking up Shares or Deben^ 
tures in a Private Company. 
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(5)„ On behalf of a Shareholders’ Committee of 
Investigation. 

. (6) On behalf of the Proprietors of a business 
where fraud is suspected, or known to have 
taken place. 

The Accountant asked to investigate should obtain 
written instructions from his client as to the period to 
be covered by the Investigation, and the purpose for 
which it is required ; but as lie is consulted as an expert, 
he must himself decide the extent to which the Investi- 
gation should be carried, having legard to the inform- 
ation which he may consider will be of importance to 
his client, and to the manner in which his Certificate 
or Report w ill be utilised. 


§ 2. -Investigation on behalf of a Proposed 
Company. 

(a) The Extent of the Investigation. 

The Accountant, employed by the Vendors to or 
Promoters of a Company for the purpose of examining 
the Accounts of a business proposed to be acquired, with 
a view to giving a Certificate of Profits for insertion in 
the Company’s Profepectus, should remember that he 
is not only responsible to his clients for the work he 
performs, but also bears no small responsibility towards 
the public, since on the faith of his Certilicate as an 
expert the public will be asked to subscribe for shares 
in the Company. It is important, therefore, that the 
Accountant should ascertain, as far as he can, the bona 
fide* of all parties interested in the matter, since, in 
the event of the new Company proving unsuccessful, 
and legal proceedings being taken, he is bound to find 
himself involved in the matter. For this reason 
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it is essential that he should retain a complete record 
of all material information, and of the manner in which 
he has .armed at the figures he ultimately certifies, 
so that he may be in a position to substantiate his 
Certificate, if called upon to do so. 

The length of the period to be investigated will be 
determined by the part ies iust ructing the Accountant, 
although his opinion may be asked on the point. 
Usually, where a Trading business is to be acquired, 
the Certificate covers a period of three, five, or 
seven years. The object of _the Inve stiga ti on is to 
arrive at the normal Trading profits during the period , 
and the Accountant should strictly confine himself 
to ascertainable facts, and not indulge hi calculations 
or problematical estimates of future operations. 

Where the books of the business have been properly * 
kept, and regularly audited by Professional Account- 
ants, the work of the investigating Accountant will be 
materially facilitated, and he is reasonably entitled 
to assume that the books are arithmetically correct. 
Where, however, the Accounts have not previously 
beon Audited, it may be necessary for details to be 
examined rather more tully. 

(b) Course of Procedure. 

Assuming annual Accounts to have been prepared, 
and the books regularly balanced, the first thing for 
the Accountant to do will be to obtain as complete a 
view as possible of the transactions during the period 
covered by his Investigation, and the most convenient 
method of doing this is as follows The Trading and 
Profit arid Loss Accounts for each year should* if 
necessary, be redrafted' on a uniform basis* so as to 
afford a ready means of comparison between one 
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year and another. When this has been done, the 
Accounts should be entered up in columnar form, a 
column being provided for each year, and a space being 
left against each column, for the purpose of inserting 
the percentage of each class of expenditure in relation to 
the turnover. The Balance Sheets should be set out 
in a similar manner, and fiom a comparison of tin' 
various figures and percentages, much valuable informa- 
tion will be afforded, which will be of material assist 
ance in the course of the Investigation. 

In examining the Trading Accounts, it should be 
seen whether the ratio of gross profit is constant, or 
whether it is subject to much variation. In the latter 
case, the cause of the variation must be ascertained, 
since, if it is not due to the )isc or fall iu the cost of 
materials, increase or decrease in wages or other manu- 
facturing expenses, or variations in selling price, it will 
probably be found to be due to errors, or inflation in the 
values of the Stocks. The Slocks at the end of each 
period should be compart'd, and it should be seen 
whether the total Stock hold tends to rise or fall in 
relation to the turnover. If tlieie is a considerable’ 
iucrease in the Stock held, without a corresponding 
increase in trade, this may be due to inflation of values. 
A comparison of the turnover of each period should be 
made, for the purpose of ascertaining its progression, and 
the cause of any abnormal variations. < 

The various classes of expenditure relating to each 
period shbuld be compared, and any fluctuations in the 
percentage they bear to the turnover enquired into. 
A,- comparison of the Accounts in this manner will 
indicate any special expenditure incurred in any year 
iu excess of the normal, as, for instance, in the case of 
advertising. 
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A comparison of the Balance Sheets will, afford 
information as to the amounts annually taken credit 
for in respect of the various classes of fixed assets, out- 
standing debtors, reserves for bad debts or discounts, 
cash balances, and items of expenditure carried for- 
ward, if any. The amounts due to trade creditors 
should be compared, and any \ariation in the Capital 
employed in the business noted. 

Having obtained all the information available 
in this manner, the Accountant will be in a position to 
decide as to the extent of his examination. The 
opening Balance Sheet should be cheeked. The Im- 
personal Ledger should be examined, all the total?, from 
subsidiary books being checked thereto, and cash 
postings tested. The nominal balances should be 
checked at the end of each year to the Profit and Loss' 
Accounts. 

As regards vouching, it is not usually considered 
necessary for the Accountant to vouch the payments, 
even where no Audit has been previously performed. 
The object of the Investigation is to ascertain profits, 
and the Accountant is not concerned with the manner 
in which the payments have been made, or whether 
they can be satisfactorily vouched. If is, however,, 
important that all Capital expenditure should he 
, vouched, since if this is done all remaining expenditure! 
must be of a llevenuc nature. 

The asset accounts in the Impersonal Ledger should, 
therefore, be checked in detail, and all Capital expendi- 
ture Vouched, care being taken to sec that it is properly 
chargeable to Capital, and is not expenditure, in the 
form of repairs and renewals, which should have been 
charged to Profit and Loss. 

The Stock Sheets should be examined and tested* 
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and it should be seen that they have bpen duly certified, 
and that the basis on which prices have been taken is 
uniform throughout the period, being either at or under 
cost. If Stocks have been taken above cost, or insuffi- 
cient depreciation lias been allowed for spoiled or 
obsolete Stock, adjustments must be made accordingly. 

It sh ould be ascertained that the sales do not include 
goods out on sale or return, in the hands of Agents, 
or on consignment. If transactions of this nature 
have been improperly recorded the necessary adjust- 
ments must be made in order to eliminate irom each 
year’s accounts the profits in respect thereof. 

As regards expenses it should bo ascertained as far 
as possible that all outstanding liabilities at the end 
of each year have been brought into account, special 
•attention being paid to any items that disclose undue 
variation. The method upon which bad debts have 
bee n p rovided for should be ascertained, and the 
Debtors’ balances _at the close of the period checked in 
detail with a view to ascertaining that sufficient 
provision has been piade. 

The Accounts for the last year of the period should 
be examined in rather greater detail, particularly where 
the profit has increased, since it is possible that manipu- 
lations may have been carried out with a view to 
increasing the profits of the last year. This might 
be done b y^ inflat ion of the closmg_ytoc_k^the_inclusion 
of fictitious sales, a ' the omission of purchases or other 
butstandi ngjiabilities^ by^reduction in the_p.ro vision _f or 
bad debts or dep reciation^ by^starv ing the business by 
a n exces sive reduction in expenses, o? by pay ing 
busin ess l iabiliti es out of. private moneys. A com- 
parison of the figures in the manner previously indicated 
should enable the Accountant to detect any variation 



566 


FJtACTICAT, AUDITING. 


[Chap. XVII. 

i 


that might be due to one or other of the, above 
causes. 

Tu the cveut of sales during the last few months, of 
the closing year showing a considerable increase, with 
a corresponding increase in the outstanding debtors, 
the sales should be tested with the Order Books and 
(loods Issued Book, in order to ascertain whether 
they are horn fidi. If necessary the aceounts of the 
succeeding period should be examined to see that 
no~exeessive returns or allowances have been put 
through to cancel the sales entered up in the previous 
period. In order to ascertain whether purchases have 
been omitted the (loods Received Book for the close of 
the period should be tested with the Bought Journal. 
The reasons for any marked decrease in expenditure 
should be ascertained. « 

The closing Balance Sheet should be cheeked in 
detail. 

(c) The usual Adjustments necessary. 

Assuming the ‘Accountant has investigated the 
Accounts as far as he considers necessary and is of 
opinion that they are correct, there will, nevertheless, 
remain a considerable number of adjustments to be 
made before the pro I its can be arrived at for the purpose 
of inclusion in the Prospectus. The object of the 
Certificate is to afford intending investors information 
as to the earning capacity of the business in the past 
from which they can draw their conclusions as to its 
probable earning capacity in the future. For this 
reason, although the Certificate should deal with past 
facts, it is necessary to adjust the profits of the business 
tp the conditions that will obtain in the ease of the 
Company. 
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It will usually bo found necessary to add the follow- 
ing items to Profits : 

. (I) Interest on Partners’ Capital and Current 

Accounts, Partners’ Salaries, and Income Tax, 
if any, as these are appropriations of prolit. 

(2) Interest on loans and overdrafts, if any, except 
where any of the loans will be taken over by 
the Company ; otherwise it is to be assumed 
that the Compam will be provided with suffi- 
cient working Capital, when such charges will 
not be incurred. 

(3) Pent, if the Company is going to purchase the 
trade premises hitherto rented by the business. 

(4) Discount on purchases, where owing to lack of 
working Capital the business has not been able 
to avail itself of all discounts, and it is expected 
that the Company will be in a position to do so. 

(5) Exceptional losses, such as those arising by 
reason of insufficient insurance, although in 
such cases the full insurance premiums should 
be charged ; defalcations.; costs and damages 
incurred by actions at law, and other Josses not 
arising in the ordinary course of business. 

(6) Capita] losses, such as loss on sale of fixed 
assets, or investments. 

(7) Any additions or improvements of a Capital 
nature that have been charged to Profit and 
Loss. 

(8) Any excessive reserves for bad debts or other 
contingencies. 

The following items should be deducted from the 
^Profits ; — 

(1) Income from assets not being taken over by 
the Company. 
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(2) Rent, if no charge has been made for this 
in the Profit and Loss Accounts, and the 
Company is not going to buy the premises. 

(3) Exceptional profits, such as compensation for 
compulsory removal of premises, insurance 
profits, speculation profits. 

(4) Capital profits, such as profits on investments, 
or on sale of fixed assets. 

The question of depreciation is a difficult matter 
to deal with. It is preferable for the profits to be 
stated after providing an adequate amount for deprecia- 
tion, if this can be arrived at, but, inasmuch as the 
values upon which the Company will base its pro\ision 
for depreciation will in most cases materially differ 
from the values in the books of the Vendors, it is clear 
that unless the rates of depreciation are based upon ' 
the new values the inclusion of charges for depreciation 
that may have been sufficient in the past will be mis- 
leading. In other cases difficulty may be experienced 
in arriving at a proper rate of depreciation having 
regard to the nature of the assets. Where full provision 
cannot be made as above indicated, the actual charges 
for depreciation should be added to the profits, and the 
Certificate should clearly indicate that depreciation 
has not been provided for. 

<d) The Certificate of Profits. 

The Certificate of Profits should be worded in a 
clear and unambiguous manner, and the* precise 
periods covered by the Investigation set out. Where 
the adjustments made are merely of an ordinary nature 
it iA sometimes thought sufficient to say that all the 
adjustments necessary in the opinion of the Accountant 
*have been made, but where such adjustments involve 
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speciaj items of importance these should be specifically 
referred to. It is much to be desired that the protits 
for each year should be set Out separately, particularly > 
where the piofits tend to decrease, since an average 
Certificate given under such conditions might bo/ 
regarded as misleading. As already indicated itis f , 
important that the Certificate should be confined to 
questions of fact and not deal w ith matters of estimate 
or opinion. 


§ 3. — Other Investigations. 

Many points arising in connection with the other 
classes of Investigation referred to in § 1, have been 
dealt Avith in the preceding section, but there are some 
* special points whicli require further consideration. 

The Accountant investigating on behalf of a private 
individual or firm about to purchase a business, should 
enquire into the class of business carried on by the 
Vendors, and ascertain whether a fair return is likely 
to be obtained on the purchase price. 

If investigating on behalf ol a prospective incoming 
partner, the Accountant should include in his report 
all information which comes to his knowledge that may 
be of importance to his client in arriving at a decision 
as to whether he shall continue the negotiations. The 
Accountant should be informed of the proposed terms 
of partnership, in order that he may be in a position 
to advise his client as to whether he considers them 
to be reasonable or not. He should also ascertain, 
as far as possible, the reason why the firm wish to take 
in a new partner, as this may be due to financial weak- 
ness. Any indication of financial difficulties involving 
one of the partners, should also be reported. 
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The valuations placed upon the assets of tlje firm 
j \ should be enquired into as if such assets are over- 
valued, the capitals of the partners will be inflated, 
and the incoming partner might be prejudicially affected 
in the event of dissolution. 

Where an investigation is being made on behalf of 
an individual or firm proposing to finance a business, 
by advancing money to the proprietors, or taking 
up shares or debentures in a private Company, the 
Accountant should ascertain the reason why the 
additional capital is requited, and satisfy himself th?it 
it can be profitably employed. 

In the case of a Company, it should be ascertained 
whether any Reserve Account or Reserve Fund exists, 
and whether the assets are inserted in the Balance 
Sheet at a proper value. Any lietitious assets such* 
as expenditure carried forward in suspense, should 
be examined m order to ascertain whether they really 
represent value, the benefit of which will be obtained 
by the Company. 

The procedure to be followed in investigating on 
behalf of a Shareholders' Committee of Inspection, 
will be determined by the instructions received from 
the Committee, and the nature of the trade and 
circumstances of the Company. Any transactions 
entered into by the Company with Directors personally, 
or with other parties or Companies with which they 
are connected, should receive careful scrutiny. 


§ 4.—* Investigations for Fraud. 

i 

# / ’It has been pointed out in Chapter I., § 3, that 
Fraud may be divided into two classes, viz. ; — Defalca- 
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tions, involving misappropriations either of money or 
goods, or the manipulation of Accounts, not involving 
defalcations. The conduct of Investigations where 
Fraud is suspected or known to have taken place varies 
very much according to the circumstances of each 
case, and it is not possible to consider the matter here 
except in the most general manner.* 

The fraudulent manipulation of Accounts without 
corresponding defalcations has already been considered 
from time to time in the corn sc of this woik, and usually 
takes the form of the intlation of assets, or the omission 
of liabilities, for the purpose of making the position 
of a business better than it really is. or enabling prolits 
to be distributed that ha\c not been earned. 

Defalcations involving misappropriations of Stock 
vary so much according to the nature of the goods and 
the trade carried on that it is not practicable to discuss 
the subject further here ; but defalcations involving 
misappropriations of cash present many features in 
common, and it may he coincident to indicate the 
general course of procedure where au Investigation of 
this nature is made, taking as an instance the ease of 
a trading business where fraud lias been carried out 
by some individual in charge of the books and cash, 
who has absconded. 

Full enquiries should be made as to the authority 
exercised by the defaulting clerk and the nature of 
his duties, as this will give some indication of the 
opportunities he may have taken advantage of. Assum- 
ing he has been in general control of the books and has 
been able to do practically what he liked, the Aocountant 
’would have to make a complete Investigation from 


* For a txtnaiderution of tbo methods adoptert in some autnl new i)i Fraud tho leader i» 
referred to « Some actable Frauds m Accounts," by Baxvst 0. F.C A. 
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ft date arranged with the owners of the business, paying 
particular attention to the following points, among 
others. 

The Cash Book should be cast and vo uched m 
detai l and Certificates obtained of the opening^ and 
closing Bank Balances. The Passbook should he 
checked completely with the Pash Book, particular 
attention being paid to the dates when the receipts are 
paid in, and to ascertaining that each day’s receipts 
have been included. 

Where moneys received from Debtors have been 
misappropriated it is common to find that, in order to 
prevent the Debtor’s Account appearing overdue in 
the Sales Ledger, moneys received from subsequent 
debtors are placed to the credit of the debtor whose 
remittance was originally misappropriated, this process 
being continued indefinitely. In such cases it may 
become necessary for the cashier to divide certain 
cheques in order to obtain the exact amounts necessary 
for his pmpose, and one method of discovering whether 
this has been done is* to obtain, it possible, the original 
Paying-in Slips from the Bank, and compare them with 
the Counterfoils of the Paying-iu Book. The slip 
presented to the Bank will contain the correct 
record of the amount of each cheque, whereas the 
Counterfoil will show any improper division that may 
have taken place. This also serves as a check upon 
the improper manipulation of discounts by the same 
methods. All discounts of any consequence appearing 
in the Cash Book should be tested, in order to ascertain 
that they are in order. 

* Where Counterfoil Receipt Books have been utilised, 
the Counterfoils should be checked with the Cash Book ; 
and where Bough or Memoranda Cash Books or Cash 
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Diaries have been kept, these should be compared with 
the Fair Cash Book. 

• It should be seen that the proceeds of all Bills 
Receivable have been duly received, and Bills in hand 
should be examined. 

As regards cash payments, special care should be 
taken, in examining the vouchers, to note any that 
appear to be irregular ; and it is advisable, that the 
returned cheques and endorsements thereon should be 
examined. In the case of any vouchers being missing, 
duplicates should be obtained. All amounts charged 
to the Drawing Accounts of Partners should be vouched 
by them as being correct. 

The Petty Cash Book should be vouched and cast, 
as this is a very likely source of fraud. Special attention 
’ must be paid to salaries and wages, and the Accountant 
should ascertain that the names of all the employees, 
and the amounts received by them, are correct. 

The best method of verifying the balances on the 
Sales Ledgers, where it is suspected that amounts have 
been misappropriated, is for the’ Accountant to send 
out a circular to the debtors, stating the amount of the 
balance as shown in the books, and asking for communi- 
cation to be made to him in the event of the figure not 
being, correct. In many cases, however, the proprietors 
of the business do not care for this to be done, and in 
any case their permission must be obtained in the first 
instance. Where such circularisation' is not carried 
out it will be impossible for the Accountant to make 
sure that he has traced the whole of the misappro- 
priations from this source, although these will declare 
themselves in due course, as statements are sent out. , . 
'■'■/V Where ’.the defaulting party has had access to all 
the hbpksy it will be necessary for the whole of the post- 
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ings to bo checked, and the books cast, and a 'Trial 
Balance obtained. In checking the Sales _Ledgers, 
special attention should be paid to all allowances, 
and bad debts written off, as entries of this nature 
may have been made for the purpose of concealing 
misappropriations of cash. Similar remarks apply 
to Returns, and where necessary the receipt ol 
the actual goods returned should be traced. In some 
cases it may be found that the defaulting party has 
omitted to record sales in the Sales Day Books, in order 
that when remittances are received he can appropriate 
the same without having to falsify the books further. 
In order to ascertain whether this has been done, the 
Order Book should be tested with the Sales Day Books, 
to sec that all orders that have been executed have been 
entered up, and, if necessary, reference should be 
. made to the Goods Issued Book. Where Cash Sales 
arc made these should be vouched in detail with what- 
ever evidence may be available, although unless the 
system employed is a good one, it is a matter of great 
difficulty to ascertain whether irregularities have 
occurred. 

Invoices should be vouched with the Bought 
Journal, in order to ascertain that none have been 
passed through twice, payment in respect of the original 
Invoice being made to the creditor but payment for 
the duplicate being misappropriated by the defaulting 
party. Duplicates should be obtained of missing 
Invoices, and the Creditors’ Statements compared with 
the, balances as shown by the Bought Ledger. 

* tr the Investigation is carried out on the lines above, 
indicated, subject to .variations according to the circum- 
stances of each case, it should be possible to ascertain 
the extent of the misappropriations/ 
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APPENDIX OF STATUTES. 

§ 1. — Parliamentary Companies. 

(a) The Companies Clauses Consolidation Act, 1845. 

Application of A ct. 

1« This Act shall apply to every Joint Stock Company which 
* shall by any Act which shall hereafter be passed be incorporated for the 
purpose of carrying on any undertaking, and this Act shall be incor- 
porated with such Act ; and all the clauses and provisions of this Act, 
save so far as they shall be expressly varied or excepted by any such 
Act, shall apply to the Company which shall be incorporated by such 
Act, and to the undertaking for carrying on which such Company shall 
be incorporated, so far as the same shall he applicable thereto respec- 
tively ; and such clauses and provisions, as \vell as the clauses and 
provisions of every other Act which shall be incorporated with such 
„ Act, shall, save as aforesaid, form part of such Act, and be construed 
together therewith as forming one Act. 

Register of Shareholders. 

9. The Company shall keep a hook to be called the a Register of 
Shareholders ” ; and in such hook shall he fairly and distinctly entered, 
from time to time, the names of the several Corporations, and the names 
and addresses of the several persons entitled to shares in the Company, 
together with the number of shares to which such shareholders shall be 
respectively entitled, distinguishing each share by its number, and the 
amount of the subscriptions paid on such shares, and the surnames or 
corporate names of the said shareholders shall bo placed in alphabetical 
order; and "such book shall he authenticated by the common seal of 
the Company being affixed thereto ; and such authentication shall 
take place at the first ordinary meeting, or at the next subsequent 
meeting of the Company, and so from time to time at each prdinary 
meeting of the Company. 

Shareholders ' Address Hook. 

?. 10 . In addition to the said Register of Shareholders, the Company 
shall provide a book, to be called the “ Shareholders’ Address Book,.*! 
in which the Secretary shall from time to time enter in alphabetical 
order the corporate names and places of business qf the several share- 
' holders of the Company, being Corporations, and the surnames of the 
a several other shareholders, with their respective Christiaamames, places 
;;W abode and descriptions, so far as the same shall ho known to the 
; every shareholder, or if shareholder be a Cor- 

pmtiqn ; ;t%:olerk dr agent of such Co^oratii^ lia^ at all convenient 
t may fequire tf Copy thereof orof any 

*' so', required tb be cop^l, 

mm t ^ 

* ' ho\ 
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Register of Mortgages and Bonds . 

45. A Register of Mortgage# and Bonds shall be kept by the 
Secretary, and within fourteen days after the date of any such mortgage 
or bond an entry or memorial, specifying the number and date of such 
mortgage or bond and the sums secured thereby, and the names of the 
parties thereto, with their proper additions, shall be made in such 
Register ; ami such Register may be perused at .all reasonable times by 
any of the bhareholders, or by any moitgagee or bond creditor of the 
Company, or by any poison interested in any such mortgage or bond, 
without fee or reward. 

Register of Btoclf. 

03. The Comjiany shall from time to time cause the names of 
the several parties who may be interested in any such stock as aforesaid, 
with the amount of the interest therein possessed by them respectively, 
to be entered in a book to be kept toi the purpose, and to be called “ The 
Register of Holders of Consolidated Stock." 

Application of Capital. 

65. And be it enacted, that all the money raised by the Company, 
whether by subscriptions of the shareholders, or by loan or otherwise, „ 
shall bo applied, firstly, in paying the costs and expenses incurred in 
obtaining the special Act, and all expenses incident thereto, and, , 
Secondly, carrying the purposes of the Company into execution. 

Minute Books. 

98. The Directors shall caufco notes, minutes, or copies, as the case 
may lequire, of all appointments made or contracts entered into by the 
Directors, and of the orders and proceedings ot all meetings of the 
Company and of the Directors and Committees of Directors, to bo duly 
entered in books, to be fioin time to time provided for the purpose, 
which shall bo kept under the superintendence of the Directors, and 
every such entry shall be signed by the Chairman of such meeting. 

Auditors. 

101. Except where, by the special Act, Auditors shall be directed 
to be appointed otherwise than by the Company, the Company shall, 
at the Ant ordinary meeting after the passing of the special Act, elect 
the prescribed number of Auditors, and if no number is prescribed two 
Auditors, in like manner as is provided lor the election of Directors ; 
And at the first ordinary meeting of tho Company in each year thereafter 
the Company shall in like manner elect an Auditor to supply the place 
of the Auditor then retiring from office, according to the provision herein- 
after contained ; and every Auditor elected as hereinbefore provided* 
being heftier removed nor disqualified nor having resigned, shall contiuhe 
to be on Auditor until another be elected in his stead. 

H0& ' v Whsie no other qualification shall be prescribed b^ the special , 
Act, Auditor shall have at least one share in the undertaking $ 
and he shall not hold any o ffl<$ in the Company 1 * nor bft in any WgMtf 
manner interested in^ts concerns, except shareholder* ' 
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108. One f of such Auditois (to be determined in the first instance 
by ballot between themselves, unless they shall otherwise agree, ami 
afterwards by seniority) shall go out of office at the first ordinary meeting 
in each year; but the Auditor so going out shall be "immediately re- 
eligible, and after any such ic election shall, with respect to the going 
out ot office by rotation, be deemed a new Auditor. 

104. If any vacancy take place* among the Auditors in the course 
of the cuircnt year, then at any gcneial meeting of the Company the 
vacancy may, if the Company think fit,, be supplied by election of the 
shareholders. 

105. The provision of this Act inspecting the lailuie of an oidmary 
meeting at which Directors ought to bo chosen shall apply, mutati s 
mutandis, to any ordinary meeting at which an Auditor ought to be 
appointed. 

106. The Dncctors shall delrvei to such Auditors the half yearly 
or other periodical Accounts and Balance Sheet fourteen days at the 
least before the ensuing 01 dinary meeting at which the same axe required 
to be produced to the shaioholdeis as heiemafter provided. 

107. It shall be the duty of such Auditois to loceivq from the 
Directors the lialf-yeaily 01 other periodical Accounts and Balance 
Sheet required to be pi evented to tin* shareholders and to examine the 

# same. 

108. It shall be lawful foi the \uditors to employ such Accountants 
and other persons as they may think proper, at the expense of the Com- 
pany, and they shall either make a special report on the said Accounts, 
or Sjhnply confirm the same; and such icpoit or confirmation shall be 
read, together with the repoit of the Directors, at the ordinary meeting. 


• Accounts. 

* 

115. The Directors shall cause full and tiue Accounts tq bo kept 
of all sums of money received or expended on account of tho Company 
by tho Directors and all poisons employed by or under them, and of 
the matters and things ioi which such sums of money shall have been 
received or disbursed and paid. 

116. Tho books oJ the Company shall be balanced at the prescribed 

periods, and, if no periods be piescnbed, fourteen days at least before 
each ordinary meeting ; and, forthwith on the books being so balanced, 
an exact Balance Sheet shall be made up, which shall exhibit a true 
Statement of the Capital Stock, Ci edits, and Property of every descrip- 
tion belonging to the Company, and the debts duo by the Company at 
the date of making such Balance Sheet, and a distinct view of the Profit 
or Boss which shall have arisen on tho transactions of the Company in 
the course of the preceding half-year ; and previously to fcach ordinary 
meeting such Balance Street shall be examined by the Directors, or any 
tjfree of their dumber, and shall be signed by tho (Jhairman or Deputy- 
^hairtnan of the Directors. * 

41*7. The books so balanced, together with such Balance Sheet as 
afoUsaid, shall fear the prescribed periods, and if no periods be prescribed 

* tw> & 
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ior fourteen days previous to each ordinaiy meeting, arn^for one month 
thereafter, be open for the inspection ot tho shareholders at the principal 
office or place of business of the Company but the shareholders shall 
not be entitled at any tune, except during the penods aforesaid, to 
demand the inspection of such books, unless m \ ntue oi a written order 
signed by tlnee oi the Direct ois 

118 The Directors shall produce to the shareholder assembled 
at such oidnij] > in< t tmg tlic said Halam e Hh of applicable to the period 
immediatelv piecedmg sneli meeting, togcthci with the lepoit ot the 
Auditois thereon, as In lembcioie provided 

119 The Directors shall appoint i book kcepei to entei the 
Accounts aioicsaid rn books 1o be piov uiid ior the puipose, and every 
such book keeper shall peirnit any shareholder to inspect such books 
and to take copies oi extracts therefiom at uiy ic i<onal>le time during 
the prescribed penods, and d no pounds be prescribed, during one foit 
night before, and one month aftci, eveiy oidmuv meeting 

Du tdtnds 

120 Previously to eveiy oiduiaiv muting at which a dividend 
is intended to be dtclaud the Directors shall cause a scheme to be 
prepaied, showing the profits, it am, ol the ( ompany lor the penod 
current smee tin picccding oidmaiy meeting at which a dividend was, 
declared, and apportioning the satin, or so much theieol as they may 
consider appln able to tin pui poses ot cliviclend, among the shareholders, 
according to the shares held by Hum respu tively, the amount paid 
thereon, and the penods during winch the 1 ' same may have be<n paid, 
and shall exhibit such sclium at such oidinaiv meeting, and at Shell 
meeting a dividend may be dccland accoidmg to such scheme 

121 The ( ompnry shall not make any dividend whcioby* tlitn 
Capital Stock will be in anv degree ledrued Provided always that the 
woid “Dividend 5 shill not be constiucd to applv to a if turn ol any 
portion of tbo Capital Stock, with the consent ot all the Mortgagees and 
Bond Creditors oi tin l oitipmv , due notice lx mg given ioi that puipose 
at an extraordinary meeting to be convened for that object 

122 Befoio apportioning the profits to bo divided among the 
shareholders the Duett oib may, il they think fit, set abide thereout 
such sum as they may think proper to met t contingencies, oi foi enlarg- 
ing, repairing, or improving the works connected with the Undertaking, 
or any part thereof, and may divide the balance only among the share- 
holders 

123 No dividends shall be paid in lcspect of any bhaie until all 
calls then due m respect of that and every other share held by the person 
to whom such dividend may be payable shall have been paid, 

(b) The Companies Clauses Act, i863. 

preference Dividend* 

* 14 The pictejence shares or preference stock shall he entittegto 
$te preferential dividend, or interest assigned thereto, out pf the prints 
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of eaeh»year, in priority to the ordinary shares and ordinal y stock of tin* 
Company; but if in any year ending on the day prescribed in the special 
Act, and if no day is prescribed then on the Unity-first day of December , 
there arh not profits available lor the payment of the full amount ol 
pieforcntial dividend or interest foi that year, no part of the deficiency 
shall be made good out of the profits of any subsequent year, 01 out ol 
any other funds of the Company 

Register of Dtbmtpre Slock. 

28 . The Company shall cause entries of the debent me stock fiom 
time to time created to be made m a Register to be kept lor that puipose, 
wherein they shall entei the names and addresses ol the several persons 
and corporations irom time to time entitled to the debenture stock, 
with the respective amounts oi the stock to which they arc respectively 
entitled 

Separate Amounts of JUbcntuie Stock . 

33. Separate and distinct Accounts shall be kept by the Company, 
showing how much money has been lecenod lor or on account oi deben- 
ture stock, and how much money honored oi owing on mortgage ox 
bond, or which they have power so to lmirow, has been paid off by 
debenture stock, or laised thcioby, instead of being borrowed on moit- 
gage or bond. 

(c) The Companies Clauses Act, 1869 . 

Power to issui Shares 01 Stock at a Discount. 

5. Section 21 ol the Companies Clauses Act, 1863, shall, with 
respect to any Company to which it is applicable under the provisions 
of this or any other Act, be read and have ottoet as if the following woids, 
that is to say, “ but so that not less than the lull nominal amount ol 
any share or portion of stock be payable ot paid m icspeet thereof,” had 
not been inserted in that section. 

6. Any shares forming pail of the capital (whether original or 
additional) authorised to be raised by any special Act of a Company 
passed before the present session which have not been disposed of may 
be disposed of in manner provided by Tail II. of the Companies Clauses 
Act, 1863, as amended by this Act, and that part, as so amended, shall 
be deemed incorporated with such special Act accordingly. 

7 . Provided that any shares, the creation whereof has been 

authorised by a Company, but which have not been issued before the 
passing of this Act, shall not be issued on any terms other than those 
whereon the same might have been issued if this Act had not been passed 
unless and until the issue thereof on teims other than as aforesaid is after 
the passing of this Act authorised by the Company in manner provided* 
♦by Part II, of the Companies Clauses Act, 1863* f 

8 . Provided always, that this Act shall not be construed to alter 
or extend the provisions of any Act-relating to share capital in respect 
of which the amount ol profits to be divided is limited to a fixed rate per 
Centum upon the paid-up capital of the Company. 
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§ 2. —Railway Companies. 

(a) The Railway Companies Act, 1867. 

Power to issue Stock at a Discount . 

27. Section 21 of the Companies Clauses Act, 3863, shall, with 
respect to any special Act of a Company ineoi porating Pait II. [Sections 
12 to 21] of that Act, whether passed or to be passed, be read and have 
effect as if the following words, that is to *ay, “but so that not less than 
the full nominal amount of any share or portion of stock be payable or, 
paid in respect thereof,'* had not been inserted in that section. 

Audit Certificate. 

30. No dividend shall be declared by a Company until the Auditors 
have cert died that the half-yearly Accounts pioposed to be issued contain 
a full and true statement of the financial condition of the Company, and 
that the dividend proposed to be declared on any shares is bond fide 
due theieon after charging the i ev nue of the half-year with all expense* 
which ought to be - paid thereout in the judgment of the Auditors ; but 
if the Directors differ from the judgment of the Auditors with respect to 
the payment of any such expenses out of the revenue of the half-year / 
such difference shall, if the Directors desire it, be stated in the Report to 
the shareholders, and the Company in Geneial Meeting may decide 
thereon, subject to all the provisions of the law then existing, and such c 
decision shall for the purposes oi the dividend be final and binding; 
but if no Rucli difference is stated, or if no decision is given on any such 
difference, the judgment of the Auditors shall be final and binding ; and 
the Auditors may examine the books of the Company at all reasonable 
times, and may call for such further Accounts, and such vouchers, papers, 
and information, as they think fit, and the Diicctors and Officers of the 
Company shall pioduoe and give the same as far as they can, and the 
Auditors may refuse to certify as aforesaid until they have received the 
same ; and the Auditors may at any tune add to their Certificate, or 
issue to the shareholders, independently at t lie cost of the Company, any 
statement respecting the financial condition and prospects of the Com- 
pany which they think material ioi the information of the shareholders, 

Note.— This section must be read m conjunction with section 4 of 
the Railway Companies (Accounts and lift urns) Act y 1911. 


(b) The Regulation of Railways Act, 1868. 

A uditors , 

11. Whenever, aftei the passing of this Act, Section One hundred 
and two of the Companies Claused Consolidation Act, 1845, is incor- 
porated fa a Certificate or special Act relating to a Railway Company, it 
Shall be ^construed as if the words, “ where no qualification shall be 
11 prescribed by special Act every Auditor shall have at least one ahpxe 
in thte und^fakfag/* were omitted therefrom 5 and so much of eyery 
Certificate afil l special Act relating to a Railway Company, and in force 
at the passing hi this Act, as incorporates that portion of the said section, 
> MT so much of any special Act relating to a Kailway Company, and so, 
#»#ofce as contains a like provision, is hereby repealed. 
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12. With respect to the Auditors of the Company, the following 
provisions shall have effect : 

(1) The Board of Trade may, upon application made in pursuance 
„ of a resolution passed at a meeting of the Directors or at a 

general meeting ol the Company, appoint an Auditor in addition 
to the Auditors of such Company, and it shall not be necessary 
lor any such Auditor to he a shaieholdei in the Company ; 

(2) The Company shall pay to such Auditor appointed by the 
Boaid of Tiade such reasonable ioimtn eiation as the Boaid oi 
Trade may prescribe ; 

(3) The Auditor so appointed shall have the same duties and 
powers as the Auditois ol the Company, and shall lepoit to the 
Company ; 

(4) Where, m consequence of such appointment of an Auditor 01 
otheiwisc, theie are three or moie Auditors, the Company may 
declare a dividend if the maiority oi such Auditors certify in 
mannei lequiied by Section thirty ot the ltailway Companies 
Act, J867, and the Railway Companies (Scotland) Act, 1807 
respectively ; 

(5) Whoie there is a difiuenee of opinion among such Auditors, 
the Auditoi who so differs shall issue to the shareholders, at the 
cost of the Company, such statement respecting the grounds on 
which lie differs fiom lus colleagues, and respecting the financial 
condition and prospects oi the Company, as he thinks material 
for the information ot the shareholders. 

Issue of Preicrrcd and Ih jet red Ordinary Stool 

13. Any Company winch, in the year immediately preceding, has 
paid a dividend on their Ordinal y Stock oi not less thau three pounds 
per centum per annum may, pursuant to the resolution of an extraordinary 
general meeting, dnnle their paid-up Ordinary Stock into two classes, 
to bo and to bo called the one Preferred Ordinary Stock, and the other 
Deferrtd Ordinary Stock, and issue the same subject and according 
to the following provisions, and with the following consequences (that 
is to say) : 

(1) Preferred and Defenod Ordinal y Stock shall be issued only in 
substitution foi equal amounts oi paid-up Ordinary StoqJ^ and 
by way of division ol port ious ol Ordinary Stock, into two equal 
parts ; 

(6) As between Preform! Or dinar y Stock and Deterred Ordinary 
Stock, Prefened Ordinaiy Slock shall bear a fixed maximum 
dividend at the rate of six per centum per armum ; 

(7) In respect of dividend to the extent of the maximum aforesaid, 

* Preferred Ordinary Stock shall at the time of its creation# and 

at all times afterwards, have priority over Deferred Ordinary 
Stock created or to be created, and shall rank pmi pasm with 
the un divided Ordrnaiy Stock an& the Ordinary Shares of the 
Company created or to be created ; and in respect of dividend, 
Preferred Ordinary Stock shall at all times and to all intents 
rank after fill Preference and Guarahteed Stock and Shares ot 
the Company created or to be created : 
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(8) In each year after all holders of Proton cd Ordinary Stock for 
tho time being issued have received in full the maximum 
dividend aforesaid, all holders ol Deterred Ordinary Stock lor 
the time being issued shall, in icspeet of all dividend exceeding 
that maximum paid by the Company in that year on Ordinary 
Stock and Shares, lank pari passu wit h the holders of undivided 
Oidmaiy Stock and ol Ordinary Sliaies of the Company for the 
time being issued ; 

(9) ii, neveithclesH, in any year ending on the thirty-tin>t day oi 
J)( comber, theie are not profits a\ailable lor payment to all 
the holders ot Px el erred Otdmary Stock ol the maximum 
dividend aioie^aid, no pait ol the deficiency shall be made 
good out of the profits ol any subsequent y ear, or out ol any 
other tunds of the Company. 

(c) The Railway Companies (Accounts and Returns) Act, 1911* 

— fl) IS very railway company shall annually prepare accounts and 
returns in accordance with the form set out 111 the Kirst Schedule to 
this Act, and shall submit llioir accounts to their auditors in that form. 

(ii) The accounts and returns shall be signed by the officer of the 
company responsible lor the correctness ot the accounts or returns, or 
any part thereof, and, m the ease of an incorporated railway company, 
by the chairman or deputy chairman of the directors of the company, 
and shall be made up 1 or the year ending the thirty-first day of December, 
or such other day as the Board of Trade ma} fix in the case of any 
company or class of companies to meet the special circumstances of that 
company or class of companies. 

(3) Every lailway company shall forward six copies of the accounts 
and returns to the Board of Trade not later than sixty days after the 
expiration of the year for which the accounts and returns arc made up 
and, in the case of an incorporated railway company, shall forward n 
copy of tho accounts and returns to any shareholder or debenture holdei 
of the Company who applies for a copy 

(4) If any railway company fails to prepare or forward in accord- 
ance with this section, such accounts and returns as are thereby required, 
the company shall bo liable on summary conviction to a fine not exceeding 
five ppunds for every day during which the default continues. 

(5) If any account or return prepared and forwarded under this 
section is false in any particular to the knowledge of any person who 
signs the account or return or any part thereof, that person shall be 
liable on conviction on indictment to imprisonment with or without 
hard labour for a term not exceeding one year, or to a fine not exceeding 
one hhndred pounds, and on summary conviction to a fine not exceeding 
fifty pounds. 4 

4.H1) A railway company shall not bo under any obligation to 
prepare* tit >0 submit to their shareholders or auditors, statements of 
account!? or balance sheets, or to hold ordinary goneral meetings more 
than onbft a year, and anything which under any special Act is authorised 
or required to bo done at a general meeting of a railway company to 
be held at any specified tifne may be dfone at the anpnal general meeting 
9# ihb company at whatever tinrn held : 
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Provided that nothing in this provision shall relieve & railway com- 
pany of any obligation to prepare half-yearly accounts in cases where 
those accounts are require^ in connection with any guarantee of dividend 
uqder any such statutory provisions' * 

(2) The directors of an incorporated railway company may, if it 
appears to them that the profits of the company are sufficient, declare and 
pay an interim dividend for the first half of any year, notwithstanding 
that the accounts are not audited for the half-year, and that a statement 
of accounts and balance sheet for the hqll-yoar is not submitted to the 
shareholders, and may close their register and books of transfer before 
the date on which the interim dividend is declared in the same manner 
and for the same time and subject to the same provisions as they may 
close their register or books before the date on which their ordinary 
dividend is declared or before the date of their ordinary meeting. 

(3) Any statutory provisions affecting the railway company shall be 
read with the modifications necessary to bring them into conformity with 
this section. 


(c) Forms of Account prescribed by the Railway Companies 
(Accounts and Returns) Act, 1911/ 

FORM OF ACCOUNTS AND STATISTICAL RETURNS. 

Part ]. 

Financial Accounts. 

(Nos. 1 to 7> Capital Accounts.) 

No. 1 (a).] Nominal Capital Authorised, and Created 

by the Company. 


Capital authorised. Capital emit oil. 


Balance. 


Special Acts. 


1 . Special Acts conferring 1 
capital powers which ; 
have been fully exer- \ 

ciaed | 

Totals 

II; Special Acts conferring i 
capital powers which ! 
have not yet been 
fully exercised . . i 
[Each auch Act to be stated i 
here separately in order 
of dated i 
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[No 1 (6) ] Nominal Caphyl Authorised, and Created 

by thl Company Jointly with bomb other Company. 

O ipital autlioiiscd I ( ipital irt itid Bali 


SjHual Y< ts 


[No 1 (t) ] Nominal Capitvl Authorised, and Cjuati d 

B\ so ml oihir Company on which tiii Company either Jointly 
or Rm»\R4tit\ Gttvrymlis Fiald Diyidlnds 


( ipital mt horned 


l ipital created 


Special Acts 


(Nots. —It bhould Ik jtatc d 
in each case Mhitlui the 
dividend is guaranteed 
Jointly *ith some otlur 
company or com pa iw s 
(th* names ot winch 
should be given) or 
sepwAtrty) 


£ £ £ £ £ £ 


I 
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[No 2 ] # Share Ou>mL and Sio« k Ckfamd, as i*kr Siyiemjnt 
No. 1 (a), SHOWING THE PROPORTION ISSUED. 
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wiy Working 
Other Industrial (to hi 
stated sii iritoH) 
Bubwtiptmns to other 
Companies (f »r details 
ste labia No 4(a)) 
Spttifti items 


| sinus m l sticks (\o 2) 


1 mus (N ) 


1>< 1) lltllli st« < k (\ ) 

L 

1h 1 nuns on Sli lies 
1 St(M ks 

Fn 111111111 ° e n IK lun 
tun Stink 


I nl ll Pit III1U1I1S 


Disc ount'. on Slmes 
md St a 


Discounts on IK bin 
true Stoik 


Lotil J>ist mints 


| Hal me < of Premium 
anil Discounts 


• Total txpeaditure * 

To Balance 

Total | 


3 otd! Boecipts 
By Hah nu 

Total 


Amount 
rpceiied durmg 
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[No 4 (a)] Subscriptions u> othlr Oompaniis. 

Nimc ft mount N itm< m Si<uut\ oi Jn\istnu.nt 

1 - - ~ L — 

(a) Kulua\ Companies — 

i (&) Ot lit i 


[No 5] Dlmils oi Cvpitu L\i i vortuKL i ok Yr at lnihng 


1 Hid ill I 
( oinpi n 
tl tl 


< i iwim turn 
it Vi i v 
ml st it ions 
I lummiiijr 
W 


I u\ ( h ugr s 
uul Pm 
It i ti u nt u\ 
i \]u nsi s 


lot il 


J’UHlllSt ot Rlllw O'. (l)»ltl( III llsl 

Lim b longing to flic ( omp my ojm n 
tor lnttic (pti tu ill us) 

1 uus br longing It (lit < otiip i u\ not 
opt i) toi 1 1 ilhi — 

\< m 1 mt s (putirnl us 
Aft idi nmg-> of and \il<litiuii« t > 
(Mstin^ Lims (putitulii ) 

y Inns Least <1 (puticul ir ) 

Unm Joint h Oantd (imtuulu ) 

Unis lomtly Leisid (piiluitlii ) 


* 


Rolling Slot k 
Locumotivt s 
( onching Vi Ju< li s 
Wagons 

Senut ft tint Us 


I (Numb l in I I \ p 1 1 t n li i 

f l)t s npti u t I * hi w n in A 

i it toil tm vith Hr lltn^ i 

» St (k 1 ( t 111 IL* 4 ) ' 


M juiufai tilling and Hi pin mg ftAoiks and 1*1 ml (putnuliis) 


Horbes 

Road VclutUs imployul in tin (olliitnii md I) livu\ it PuuN, < node 
and Passe ngus (paif it ulus) ^ 

Steamboats (iuitioilus) 


Canals (parti culms) 

Docks, Harbours, and ft\lur\<s (piitiiulus) 


Hotels (particulars) 


Electric Rowel Htitions «V « (putimlus) 

Land, Rioperty A< , not loiinmg pirt oi tin Rulvuiy or Stations 

(а) VhoU m r omit < tion 'with Rady vv Working (partnulars) 

(б) Not used m connection with Holy iv Working (pirtitmlars) 


Subscriptions to othrr Companies (imtnulnrs) 
(a) Railway Companion 
, (ft) Other 

Special Items (details to be given) 



Total Capital Lxpenditure foi the Year 
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PRACTICAL AT'DITINtt, 


[No 6 ] Kstimaijb oi Fumhir Expp\0iTURh on Capital Account 


bxinmdi 
tiui, tu 
date on 
Pnucipnl 
Work's in 
prowess 


Ltd united fuithci Lvpcndlturc 


lmiuig Subs( 

tin Year <iui ally 
ending until com- 

pletion 


1 otal 


I PuuhibL of Railway'* (p,ntuulm'd 
Inns belonging te the ( ompim 
open toi lii/fli (pulKiilirs) 
Jims belonging t > tin (oinpim 
not open tor Intfn 

Nc \\ Ljitu s (piiUt i* i s) 
Wielunngs ot in I Additions t » 
existing Inns (paitwulvs) 

I mi s 1 ( isc d ipiiticnlus) 

Tims lomtlv Own d (putiruliM 
funs lomtlv 1 1 iscd (putic til us) 
Rolling Stoc k 

M inm Kturmg mil lie p tiling \\ oiks 
uul PI mt 
st< Alllboits 
( annls 

Docks Harbours mil Wlnncs 
. Hotels 

> X it r trie Powu Stations Ac 
Subseiiptions to othir (ompmus 
SiHcul Item*. 

Aiisccllxm ous 


lot d 


Woiks not yet commenced and in ibev m » 


[No 7J ('a pit vl Powi rts ,\nd Othi h Asm is Avvilvblc io 
JN bii Fuhthi r Kypindijirl on C\pit\l Account 


a, 4. 

Stock, bhare and Loin t ipitnl xuthons d but it >t \t< cu etc cl 
(as pti jStittmcnt No l (a)) 

Stock and bhurcAfapit il cicited Ini* not yet umvccl (is per 
fttatouit nt No «) — j 

CftlUi u atrear 
Amount uncalled 
Amount unissued 


boan Capital cicated but not v t ivailable (as pu Statement 

No 8) 

A\ allablc Boi rowing Powub (na per Statement No d) , 


* V t 

"or* 1 bAtiwuco at f mu 1 * 1 \ (as per Capital Account No* 4) 

Uoat^J \ Debit J t 
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(Nos 8 to 18, Iletcnuc Accounts ) 

No 8 — Revi mjl Receipts \nd LXplnditurl or the whoii 

Un DJ bKT VKJ\0 


See 

Stite 

merit 


bllSs 3 \|HIl(ll Is it 


Yc\r 19 


Ihetupis (m« lUcupts 


(ho s I xpuuli 
Receipts I tUIf 


, Nit 
Rtei ipts 


Jt, s 1 t list! L 


lo I Rulv i\ 


11 Onmibusis inlothii Pis 
stngti V limits uh mu 
mile? on th ilailMa>s 


12 btcamboits 


13 ( mats 


11 Dot kb Haibouis md 
Wluu vi s 


1> JHIottls ml Jh flesh mint 
ltooms md < us Mhtn 
t hi not, is < tin (1 n 
| by tlu Comp ms 

16 j Otlni si pirate lniBimsHts 
I uiiuil on bv tin ton 
| pm> (m dctul) 


I otnl £ 


£ £ 


I 


Misct llaneouu Rueipts (Net) • 

Rente fiom houses and 1 inch 
Rents fiom hotels 

Other Rents, including lumpsum tills 

Interest and Dividends from luvfhtmonts in 
other Companies (in ditail) 

Transfer Toes 1 

General Interest 

8$e<aal Items , - » * 


Total N<t Income 
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PRACTICAL A UDITINO 


[No. {) J Phoposm> Ai»i»hoimu\tion o* N*t Income 


biuiuiit font aid liom list >tu s \uoiiut 
Vet liuoim (,is pa si element No *) 

Vppiopn itiou li >id IU me 


l ot ll 

i 

Jhdtict nitm 1 1 1 ill il .Did ollui li \i il 

laiKis (t > 1 m s( ital 1>\ t ill) ( oni 
pure m oidu ol iMiontv) 

InM s t nit Snpei mini ition aid i tli i 
J nniK 

1* uit< h u m s (oi fai dutu ) md \umiitns 

i Int f mill milni s iVi mdndnu 
lump sum tolls 

I ut a tst on loins 

Inlaid on l)i lx lit in t stoiks all ful ) 

Hint of md miiimtad lutnist on 
Li tsul aid W ol Ki d 1 m s 

Inti rt st on ]li>\ds I lands 

loner il Fntn st 

spin il Hi ms (it m\ ) 


s <1 


d 


lufd t 


It dune ifta l\i\muil ot livid (lmgis 
\ppiopmtion to Uimim md nth l spu nl i s d 

PU1 POSCS 

( I >t t id ) 

*1 ot il 1 


111 vhli nils on (minuti d md Piitauu 
Sto» \\< 

(1)1 tills) 

1 d a i 


d 


Ihilnnci nulibli foi Dmdtnds on Oidinav 
Stock 

(l>i t ul 0 


Tot il il 


[NO 0 STVTttJMlM OV iNTJUttlU DiVTDr/VDS PAID 

t £ ». 

Balance available lor Dividend*, Y<ar 3 9 

t n a 


Diehirt-* 1 

XUtcirtm Dividends paid (puititutors) 

Undivided Dalaueo at 3l$t December, earned to 
Balance Sheet 
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Df . No 10— RECEIPTS AMD 1AILNDITURL 1 \ Rl SPLTT Or RaILWAI WORKING Of. 


lo J Miuidituie 

| leu 

Percental 
ol Ti iflic 
Receipts 

I \ 1 1 Ivl i lpts 

- 

\c r 

1 1 

Set Absti icts 

itfd £ 

Pei la 
lent cent 

s VI tl 1 1* 1 

1 £ s d 

iud 


Pc rccnt vgo 
if Prattle 
Receipts 


Main ten nice and renewal 
of W iy iud Works 
B Maintenance ind unowal 
ot Rolling btock — 


(]) Locomotivts 
U) Cirmgts 
(J) Wit jus 


is d 


is d 


C Locountive Run 
ning I vpensts 
1) Iriffie Lxpuib s 


General Chirgts 
Law Charges 
Parliamentary Evp uses 
Compensation (accidents! 
and losses) — ! 

£s d I 

Pisscngcrs 
Work non 
Damage iud loss 
of Goods Tro 
peitj Ac 


Rates 

Taxes 

Government Duty 
G Running F w rs (Balanci 
Debit < i t r( dit) 


Totil lufllo l\peudi 
turc 

J Tolnt Lints* 

Mist ell imous 


J otal Expenditure £ 
Not Receipts 


Tot a 


1 is* n* r Jnin 1 riffle 
Ol lin u ^ L iss tig is 
1 i till 1 ' 

s n l < l iss 
1 lm L( I iss 


i n Li k fs 

I n t ( l IKS 
111 ( 1 ISS 
I Iiil Ltliss 


W tl in n s Tickets 

1 1 il L c li ts liom 
Fi tu is 

M ul | 

Pi Is Up t ) «, CW t , 
P ir Is P ist md I 
1 vc* s I UtgiM 
Otl r M tch mdisH by 
L i n l Irams 1 

1 J s 1 \| ns of ( ol I 
I eli i LDchvirv 

L til P hs ng r 
Ii im 1 tils 

< Mum 1 riffle - 
is d 

niili li 

r / l m» s 
l ( II t n 
l 1) lie i\ 

i st r 

( III 111 IP if cut 
1 11 1 

(Ml i M me nls 


I till 1 InmUuupts£ 

I t il Jnffli Receipts £ 

JT Mil ige Denurritc and 
W i n Hit 
1 r mt lines* 

Mi Uinious 

Ic til 



Noth —Cross receipts to include the whole the rt ipts iiom traffic cmnod over the eompany s linos, 
except where (a) the traffic is earric d o\ c r the comp my s lm be fi ims jf other companies and no annu il payment 
is made theiefoi, or where (6) the payment raidu is bv w iv cf a fixed rent ] he proportion of traffic receipts 
accruing to of hi r companies in respect of runnmg powcis excused by thtm over tho company s lines not to bi 
treated as a deduction from the company s traffic receipt* in this stateineut, but to be entered as a payment in 
ihe Running Powers Account (Absti ict ft) 1 he piopc rtion of the traffic receipts accruing to the company m 
respect of trams run by the companY over the lines ot other companies to be excluded from the triffic receipts 
lb this statement, and entered as receipts in the Running Powers Account 

* tJodcr this heading should be entered only the Ltpt nditun ft Receipts oi Jointly owned and jointly 
teased lines in respect of which the Accounts are prepared by or ior Hit joint committee and axe not already 
embodied m those of the parent companies (see Abstract T) In the case of other joint Hneu, the company's 
proportion of the Revenue and Expenditure to be spread o\ei the various heads on the respective sides 
of file Account 
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PRACTICAL AUDITING 


Abstract A. —Maintenance and Renewal oe Way and Works. 


£ 


Superintendence : — 
Salaries . . 
Office Expenses 


s. d. £ 


Year 19 


s. d. 


£ 


Maintenance of Roads, Bridges and Works : — 

Earthworks 

Bridges, Tunnels, Culverts, Retaining Walls, 

and other Works . . 

Roads and Fences 

Maintenance of Permanent Way : — 

Renewal of Running Lines : — 

Wages 

Materials 

Engine Power and Wagon Repairs 

Repair of Running Linos and Sidings : — 


Wages 

Materials 

Engine Power and W agon Repairs 


Maintenance of Signalling 


Maintenance of Telegraphs . . 


Maintenance of Stations and Buildings : — 
Stations, Depots and Offices . . 

Engine Sheds 

Carriage Sheds ... 

Locomotive Workshops.. 

Carriage Workshops 
Wagon W orkshops 
Other Buildings 


Total £ 


Abstract B . — M untenance and Renewal of Rolling 
* # * (1) Locomotives. 


Superintendence : — 
Salaries . . 

.Office Expenses .. 


| £ s. d. j £ 8. d. 


Stock. 


Year 19 . 

£ 


Complete Renewals : — 
Wanes 
Materials . . 


Repairs and Partial Renewals : — 

Wages 

Materials 


Purchase of New Locomotives 

Workshop Expanses:— 

Repair and Renewals of Machinery and Plant 

Other Expenses . . . , 


Total .. .. .. ., £ 


Note. — When any sum is transferred to or from a Depreciation Fund or Suspense. 
Account, frbe net sum to be stated. ... s . . 
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(2) Carriages. 








Superintendence : — 

Salaries ! 

Office Expenses j 

£ s. d. 

£ s. d, j, £ 

i 

Complete Renewals : — 

Wages 

Materials 


i 

Repairs and Partial Renewals 

Wages 

Materials 



1 

Punhase of New Carriages.. 

Workshop Expenses : — 

Repairs and Renewals of Machinery and Plant 

Other Expenses . . 

j 

; j 

j 


i: 


Total £ 


(3) Wagons. 



• £ s. d. 

Superintendence : — 

Salaries 

Office Expenses 

i 

£ a. d. £ 

Complete Renewals : — # ' 

Wages 

Materials 

— 

i 

Repairs and Partial Renewals : — ( 

Wages 

Materials j 

f— — 

. 

I I 

Purchase of New Wagons • • j 

i i 

Workshop Expenses : — w , ; j 

Repairs and Renewals of Machinery and Plant , 1 

Other Expenses ; ! 

! 

j ^ 

i : 

* Total - •• £ 

! i ' 


NbtK.— ' When any sum is transferred to or from a Depreciation Fund or Suspense 
Account, the net sum' to be stated. 


p p 2 
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PRACTICAL AUDITING. 


Abstract C. — Locomotive Running Expenses. 


.Superintendence : — 



Salaries . . 
Office Expenses 


Year 19 


£ a. d* 




Steam Train Working:— 

Wages connected with the Running of Loco- 
motive Engines 

Fuel .. ' 

> Water 

Lubricants 

Other Stores, including Clothing 
Miscellaneous 


Electric Train Working : — 

Wages of Motormen 
Electric Current 
Lubricants 

Other Stores, including Clothing 


Total £\ |j 


Note. — -A ny other form of power to be shown separately with corresponding details. 


Abstract D. — Traffic Expenses. 


Year 19 


Salaries and Wages 


£ s. d. 


“ Superintendence 

Station Masters and Clerks 

Signalmen and Gatemen 

Ticket Collectors, Policemen, Porte rs, &o, . . 

Guards 


£ s. d. 


Fuel, Lighting, Water and General Stores 

Clothing 

Printing, Advertising, Stationery, Stamps and Tickets 

Wagon Covers, Ate 

Expenses of Joint Stations and Junctions 
Cleansing, Lubricating and Lighting of Vehicles 
Shnnfing Expenses (other than Mechanical) 

Working of Stationary Engines, Hoists, Cranes, &c. 
Coal, tipping Expenses >■■■.»■ 

Railway Clearing' House Expenses . . ; v . , . . 

|tj^liah6^iH*Pehses ‘ v . 

,'$>■ 4 “’ ' ■ ' ’ • 

Total .. .. 
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Abstract E. — General Charges. 


l 

• 1- ' 

j Yoar 19 . 

£ s. d. 

Directors’ Fees voted by Shareholders 

Fees paid to and Expenses of Directors on Joint Committees 

not included in Abstract J . . ! 

Auditors and Public Accountants (Fees, Herbage and Expenses) j 

Salaries of Secretary, General Manager, Accountant and Clerks 

Office Expenses, ditto 

Rating Expenses . . • . . ! 

Fire Insurance i 

Superannuation and Benevolent Funds, Pensions, &c... .. | 

"■Subscriptions and Donations . . , 

Miscellaneous Expenses . . . . • . . . . . . ! 

i £ 

J 

Total .... £. 


* Amounts contributed to Institutions not directly controlled by tlio Company, and 
not for the exclusive benefit of the Company’s servants. 


Abstract F. — Expenses op Collection and Delivery op Parcels 

and Goods. 


^Salaries and Wages 

Ttent, Rates and Taxes 

Maintenance of Horses 

Maintenance of Horse Vehicles 

Maintenance of Motors 

Amounts paid for Hired Cartage 
Miscellaneous 

Total . . . . £ 



Amount Charged to Passenger Traiu Traffic £ 

* Amount Charged to Goods Traffic £ 

Note. — T he division of expenditure to be based as far as possiblo on actual figures. 


Abstract G. — Running Powers. 

Receipts and Payments in Respect op Running Power Expenses. 


, 

* 

Re- 

ceipts.* 

Pay- 
meats, t 

Balance. 

Y 

Re- 

ceipts.* 

ear 19 

Pay- 
ments, t 

Balance. 

Passenger Train Traffic . . 

Goods Train Traffic 

\\ ’ Total .. £ 

£ 

£ 

£ . 

£ 

* 

\ 

f £' 


- 






* Receipts axe the sums received by a Company in respect of traln^rnifr by it over 
the lines of other Companies. 


t Payments are the sums paid by a Company in respect of trains run by other 
Companies over its lines. 
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PRACTICAL AUDITING, 


Abstract H. — Mileage, Demurrage, and Wagon 




j 

! 

Balance.! 

v Year*! 9 

* 


Receipts. 

Expendi- 

ture. 

i 

; 

Receipts. 

Expendi- 

ture. 

• 

Balance. 

Mileage and Demurrage : — 
Passenger Train Vehicles 

Goods Tram Vehicles . . . . i 

Hire ot 

Passenger Train Vehicles . . 1 

Goods Train Vehicles . . . . ; 

£ s. d. 

1 

£ s. d. 

£ s. d. 

£ 

i 

£ 

£ 

Total . . £ I 

i 1 





Abstract J.— Jointly Owned and Jointly Leased Lines. 
Receipts and Expenditure. 



Name of 
Joint Line. 

Name of 
Joint Line. 

Gross Receipts : — 

(Details to follow State - 1 
/ nient No. 10) 

£ s. d. 

£ s. d. 



£ s."d. 

£ s. d.j 

.. . . 

Total Receipts 

i 





Total Receipts, Company’s 
Proportion . . . . | 





Expenditure : — 1 

(Detals to follow State- 
ment No. 10) 





Total Expenditure 





Total Expenditure, Com- 
pany’s Proportion 

< 

i 

i 



i i 

I 


Name of 
Joint Line. 


Total. 


Year 
19 . 


Total. 


i 


£ s. d. 

£ s. d.. £ 

f 

i 




1 

l 

i 


! 


;i 

: 

c 


NOTE. -In this Abstract should be entered only tile Receipts and Expenditure oi 
jointly owned and jointly leased Lines in respect of which the Accounts arc prepared 
by or for the Joint Committee, and an* not embodied under their respective headings 
iii the Accounts of the parent Companies, 


[No 11.] Receipts and Expenditure in Respect of Omnibuses 

and Other Passenger Vehicles not Running on the Railway. 


J>r. 


Cr., 


To Expenditure. 

- 

Year 
19 . 

By Gross Receipts. j — 

* ! 

Year 

19 . , 

Maintenance of Horses 
Maintenance of Horse Vehicles 
Maintenance of Motors , , . 
Maintenance of Buildings . . 
Traffic Expenses 
Miscellaneous . . . 

. ' >i r , 

Total Expe^Rnte » - 
Balance,, :'>/ 

, ’ ■&£■> •* 
loW.Vf".. 1 ■ * 

£ s. d. 1 

! 

i 

: 

■! 

£ 

! £ s. ' d. 

Passengers . . . . | 

Hire of Vehicles .. 

Miscellaneous . . . . j 

! 

‘ ’ - ! 

i f 

1 ; 

„ ! • ;• ■ 

£ 

* 

« 

1 i 1 j 
j 


■j , 

.!! ' 

Total . . , . £’ 

i 



— -'-"* ’ - — *— *** — ,} 

Note. —W hen any slim is transferred to or from a Depreciation Fund or SUs™**^ ' 
Account, the net sum to be. stated. : 
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[No. 12.] .Receipts and Expenditure in Respect of Steamboats. 

Mr- * Or. 


To Expenditure. 

• 


Year 
19 . 

; By Gross Receipts. 

* 

Year 
19 . 

Salaries and Wages 

Fuel . . 

Stores, Lubricants, Water, 

Ac. 

Repairs 

Harbour Fees and Light 

Dues 

Miscellaneous 

£ a. d. 

i 

i 

£ 

# 

Passengers 

Parcels 

Mails 

Merchandise.. 

Live Stock 

At lseellaneous 

£ s. d. 

£ 

Working Expense* . . 
Depreciation and Insurance 

• ! 




Total Expenditure . . 1 
Balance . . . . . . : 






Total . . , . £ 



Total.. .. £[ 


! 


[No. 13.] Dr. Receipts and Expenditure in Respect of Canals 6V. 


To Expenditure. 

- 

Year 
ID . 

By Gross Receipts. 

" 

Year 
19 . 

Superintendence 

Wages of toll clerks, lock- 
keepers, Ac. 

Maintenance of Canal 

Water Supply 

Auxiliary Tramway Expenses 
Traffic Expenses as Carriers. . 

Rates 

Taxes 

Miscellaneous 

£ s. <1. 

1 

£ 

Tolls 

Freight us Carriers 

Canal Duck Dues .. 
Wharfage and Cranage . . 
Rents (Net Receipts) 
Miscellaneous 

£ s. d. 

£ 

Total Expenditure . . 
Balance 






Total . . . . £ 



Total . £ 




[No. 14.] Receipts and Expenditure in Respect of Docks, 

Dr. Harbours, and Wharves. (Jr. 


*' To Expenditure. — Year 

19 . 

i 

By Gross Receipts. ; — !; Year 

I 1; 19 . 

, £ s. d. ; 

Superintendence 

Maintenance 

Dredging 

Wages not included in above ; 

Rates 

Taxes ; 

Miscellaneous 

£ 

1 £ s. d. i j £ 

Harbour Dues .. .. ,[ 

Light Dues 1 1 

Dock Dues : — * ! - ! 

On Ships.. .. ..- 

On Goods 

On Passengers .. 

Wharf aud Pier Duos . . i 4 i 

(Manage and other, Services ! !j 

(Graving Docks . , . . i 

Rents . , . . . . ! 

Miscellaneous . , ,.i 

Total Expenditure . . , 

Balance .. 

• 


Total .. .. £• 

1 i 

Total , . . . . £ " ~’l 


, , , ' * i V 

; NOTE. — Whew any sum is transferred to or from a Depreciation Fund or Suspense 

Account* the i*et sum to be stated. 
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PRACTICAL AUDITING, 


[No* 15.] Receipts and Expenditure in Respect op Hotels, 

r 

and op Refreshment Rooms and Cars Where Catering is Carried 
Or. \ on by the Company. Cr. 


To Expenditure. 

|i Year 
!j 19 . 

■: 

By Gross Receipts. 

— „ 

j Year 
!”■ 


£ s. d. 

! £ 

% 

£ b. d. 

! * 

Salaries and Wages 

Provisions, wines and spirits 
consumed 


1 * 

i 

Total Receipts from hotels 
and from sale of pro- 
visions, Ac., in refresh- 
ment roQins and cars . . 

* 

4 


♦Repairs and Maintenance of 
hotels and refreshment 
rooms, and' of fittings, 
furniture, Ac., of refresh- 
ment cars 






Heating aftd Lighting of 
hotels and refreshment 
rooms 






Rents 






Rates in relpect of hotels . . 






Taxes in respect of hotels . . 

’! 


• 


Miscellaneous 





1 

i ( 

Total Expenditure 





! 

Balance 





i 

Total 


Total 

I 

i 

1 



Note, — W hon any sum is transferred to or from a Depreciation Fund or Suspense 
Account, the net sum to be stated. 


* To include in the case of hotels and refreshment rooms Expenditure on buildings, 
furniture and plant. 


[No. 16.] Receipts and Expenditure in Respect op Other 

Separate Businesses Carried on by the Company. 
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[No. VJ.] Electric Power and Light Account. 


• 


— Year 

19 

— 

— 

“ 

( Year 19 . 

Superintendence : — 

htr 

Salaries 

Office Expenses 

£ s. d 

l h. d. i 

'I 

i 

i 


8 .g 

¥ 

‘">'8 

£ s. d. 

1 

Number 
of Units. 

t 



t'urient supplied 

For Ti action 






Total Superintendence 


, 





Generation : — 



„ Power .. 


l 



4 

Maintenance of build- 
ings 



„ Lightiug 


i 



Maintenance of plant, 
machinery and 
tools 


1 

To other Con- 
SUllieia 





Maintenance of 

feeders, cables and 
accessories 


l 

ij 






Salaries and Wages. . 


!i 






Fuel, including carri- 
age, <fcc 


1 

1: 






Oil, waste, water and 
stores 


I 






Special Items . . 




1 

! 

! 



i 

Total Generation . J 


i 






distribution : — 


i 

» 

1 

1 




Maintenance of 

feeders, mains and 
apparatus 


1 




* 

1 


Maintenance of . 

motors, switches, 
fuses, lamps, <fec. . . 


I 




1 


Salaries and Wages 


| 




i 

i 


Royalties, <feo , payable j 
for use of patents . . 

1 

i 


1 

1 




Rents payable.*. 

Rates 

Taxes 

Special Cliargos : — 

1 

| 

1 

1 

1 

i 

1 

| 



\ 

4 : 

1 

1 


(To be enumerated) 

• * 


1 

l 

1 




i 

i 

w t 

Total . . f 


p 

Total 

! 

i 

i 


Not*.— W hen any sum is transferred to or from a Depreciation Fund or Suspense 
Account the net sum to be stated. 

u, ' * 
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|^No IS] l)r Ginlral Balance Siilft 


Cr 

i 


Y( \r 
19 


Yeai 

19 

« 


£ s (1 


£ 


To C ipit il Account 1 il me i 
it ( rt eht tin re 1 is pe i 
Account No 4 

Amount due to 1 mkcis 

Icnrpoinrv 1 unis md ( all 
pud m idvuicc 

Lloyd s Bonds 

I tipud Inkiest uul l)ivi 
elenels 

lute n st md Divide nd p ly 
iblt oi ice lump md pie 
vided ter 

, Amrunl due to Rubin 
Comp nuts ind ( ominitte e 

, Amount duo to Lailw i\ 
C failing Houses 

Savings 1 ink 

Supti mnuition md othet 
Provident lunds 

Ace ounts P iv ible, 

f labilities Ate rued 

, Misc e 11 me ons Accounts 

Spccnl Items (to be de 
tilled) 


lilt Inmrinee 1 und 


Depreti itton I unds 
Railway 

Sttainboits (ineludme In 
uuranee l und) 

Other Businesses 


, Otcoial Rcbuvo b und 


£ 8 d 

, Balance available for 
Dividends and Re- 
serve asptr U count 
No 9 

Lm Intoirai dividends 
paid, W i per state- 
ment Kq 9 («) 


£ 8 


B$ ( ipit il \ceount Bilinee 
it Debit tile u of ns per 
\e count No i 


£ s d 

( ssh it I mki i s 
mel m bind 

( ish on Dcpo it it 
lutexe ht 


I me sin ents in ( ons Is 
md tai \c lament S tun 
ties 

ln\ stm nts m Sticks 
md Shires li II by tli 
( e mpiny not ehugc d is 
( i pit tl 1 \\h ndituie 

Investment of Supe i in 
nintie ti md e th i Pi ivi 
dent liiuels 

Ste < k c t st ire s uul 
IVf ite n tls 

Outst Hiding 1 mffic \e 
counts 

Viiuuiit dm In lluhi »y 
( imp mus mid ( t minit 
tecs 

\ mount due bv Kiilvmj 
(.It tnng Houses 

\Tmunl due bv Pest 
ill ist lie nc l il 

\t< ounts J eee iviIi 1 ! 

Mi e ell me us Accounts 

, SuHpensc Ae counts (it 

im ) to be euurne riled 

, Spcuil Itcnm (to be de 
tailed) 


t 


£ 



« 
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Part II. 

Statistical Returns. 

Certificates cf the Responsible Officers as to the Upkeep of the 
Whole of the Companies’ Property. 


(Signed for the Board 
of Directors) 

Chairman or Deputy Chairman of the Company. 

Secretary of the Company . 


Auditor’s Certificate. 

As prescribed by Acts 30 & 31 Victoria, Cap. 127, to follow, substituting 
Yearly for Half-Yearly Accounts . 


§ 3. — Oas Companies. 

(a) The Gas Works Clauses Act, 1847. 

Profits to be Limited . 

30. The profits of the Undertaking to be divided amongst the 
Undertakers in any year shall not exceed the prescribed rate, or where 
no rate is prescribed they shall not exceed the rate of ten pounds in the 
hundred by the year on the paid-up capital in the Undertaking, which in 
such case shall be deemed the prescribed rate, unless a larger dividend be 
at any time necessary to make up the deficiency of any previous dividend 
which shall have fallen short of the said yearly rate. 


Reserved Fund. 

31. If the clear profits of the Undertaking in any year amount to a 
larger sum than is sufficient, after making up the deficiency in the 
dividends of any previous year as aforesaid, to make a dividend at the 
prescribed rate, the excess beyond the sum neeessaiy for such purpose 
shall from time to time bo invested in Government or other securities ; 
and the dividends and interest arising from such securities shall also be 

. invested in the same or like securities, in order that the same may accu- 
mulate at compound interest until the fund so formed amounts to the 
prescribed sum, or if no sum be prescribed, a sum equal to one-tenth of 
the nominal capital of the Undertakers, which sum shall form a reserved 
fund to answer any deficiency which may at any time happen in the 
amount of divisible profits, or to meet any extraordinary claim or demand 
,which may at any time arise against the Undertakers ; and if such fund 
be at any time reduced, it may thereafter be again restored to the fifiaid 
fum, and so from time to time as often as such reduction shall happen. 

32. Provided always, that no sum of money shall be taken from 
: ;tbe Said fund for the purpose of meeting any extraordinary claim, unless 
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[§3 


it be first certified in England or Ireland by two Justices, and in Scotland 
by the Sheriff, that the sum so prop6sed to be taken is required for the 
purpose of meeting an extraordinary claim within the meaning of this 
or the special Act. 

83. * When such fund shall, by accumulation or otherwise, amount 
to the prescribed sum, or one-tenth of the nominal capital of the Com- 
pany, as the case may be, the interest and dividends thereon shall no 
longer be invested, but shall b$ applied to any of the general purposes 
of the Undertaking to which the profits thereof are applicable. 

34. If in any year the profits of the Undertaking divisible amongst 
the Undertakers shall not amount to the prescribed rate, such a sum 
may be taken from the reserved fund as, w ith the actual divisible profits 
of such year, will enable the Undertake* s to make a dividend of the 
amount aforesaid, and so from time to time as often as the occasion shall 
require. 


Appointment of Inspectors. 

35. In England or Ireland the Court of Quarter Session, and in 
Scotland the Sheriff, may, on the petition oi any two gas ratepayers, 
within the limits of the special Acts, nominate and appoint some account- 
ant or other competent person, not being a jiroprietor of any gasworks 
to examine and ascertain at the expense of the Undei takers (the amount 
of such expense to be determined by the said Court or Sheriff) the actual 
state and condition of the concerns of the Undertakers, and to make 
report thereof to the said Court at the then present or some following 
sessions, or to the Sheriff ; and the said Court or .sheriff may examine any 
witnesses upon oath touching the truth of the said accounts, and matters 
therein referred to ; and if it thereupon appear to the said Court or 
Sheriff that the profits of t'lie Undertakers for the preceding year have* 
exceeded the prescribed rate, the Undertakers shall , in case the whole 
of the said reserved fund has been, and then remains, invested as afore- 
said, and in case dividend to the amount hereinbefore limited had been 
paid, make such a rateable deduction in the rate of gas to be furnished 
by them as in the judgment of the said Court or Sheriff shall be proper, 
but at such rates as, when reduced, shall ensure to the Undertakers 
(regard being bad to the amount of profit before received) a profit as 
near as may be to the prescribed rate. 

87. If the Undertakers shall, for seven days after being required to 
produce to the said Court or Sheriff, or to the said accountant or other 
person as aforesaid, any books of account or other books, bills, receipts* 
vouchers* or papers, relating to the pecuniary affairs of the Undertakers, 
refuse or neglect .to produce such books, bills, receipts, vouchers, or 
papers, they shall forfeit the sum of one hundred pounds for every such 
refusal or wilful neglect, and the further sum of ten pounds for every 4 
day such refusal or wilful neglect shall continue after the expiration of 
the said seven days, such respective penalties to be recovered by any 
petifbn who will sue for the same, with full costs of suit in any of the 
Superior Courts. i 
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Accounts to be Lodged . 

38. And with respect to the yearly receipt and expenditure of the 
Undertakers, be it enacted, that the Undertakers shall, in each year 
after they have begun to supply gas under the provisions of this or the 
special Act, cause an account in abstract to be piepared of the total 
receipts and expenditure oi all routs or funds levied under the powers 
of this or the special Act for the year preceding, under the several 
distinct heads of receipt and expenditure, with a statement of the 
balance of such account, duly audited .and certified by tbe chairman 
of the Undertakers, and also by the Auditors thereof, if any ; and a 
copy of such annual account, if the gasworks be situated in England or 
Ireland , shall be transmitted, free of charge, to the Clerk of the Peace 
for the county in which the gasworks are situate, and if the gasworks 
be situated in Scotland , such copy shall be transmitted, free of charge as 
aforesaid, to the Sheriff Clerk of such county, and sueli transmission 
Bhall be made on or before the tlmty-flrst day of January in each year, 
under a penalty 6f twenty pounds lor each default ; and a copy of such 
account so sent to the said Clerk of the Peace or Sheriff Clerk shall be 
kept by him, and shall be open to inspection by all persons at all reason- 
able hours on payment of one shilling for each inspection. 


(b) The Gas Works Clauses Act, 1871. 

Accounts . 

35. The Undertakers shall fill up and forward to the Local 
Authority of every district within the limits of the special Act, on or 
before the twenty -fifth day of Match in each year, an annual statement 
of accounts, made up to the thirty-first day of December then next 
precoding, as near as may he in the im in and containing the particulars 
specified in Schedule B. to this Act annexed. 

* The Undertakers shall keep copies of sueli annual statement 
at their office, and sell the same to any applicant at a price not ex- 
ceeding one shilling for each such copy. 

The Board of Trade, with the consent of the Undertakers, may 
alter the said forms for the purpose of adapting them to the cir- 
cumstances of the Undertaking, or of better canying into effect the 
objects of this section. 


(c) Forms of Accounts prescribed by Gas Works Clauses Act* 

1871. 


The Gas Company. —Year ended .‘list December, 19 , 

A.— Statement of Shake Capital on the 31st December, 19 . 


1 

Dctaerip- 
boa of 
Capital. 

2 

Maximum 

Dividend 

authorised. 

3 

NuiuIkt 
oi Shares 
issued. 

a 1 ;> 

Nominal 1 Called 
Amount | up per 
tif Shared Share. 

1 

0 

Total 
paid up. 

7a i 
Amount | 

tvnupd 
hut not ! 
paid ap. 

h 

ItOIDftlU* 

in# to he 
iKtraod, 

0 

Total 
Amount a 
author* 

JHMl. 

! 



1 

i 

i 

1 

1 

1 

i 

i , 
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B.— -Statement op Loan Capital on the 31st December,* 19 


1 

Description of 
Loan (Mortgage, 
Bond, Debenture , 
Stock, Ac ) 

1 2 

* TUte per Cent 
| ot Inteu st 

3 

Total Amounts 
borrowc d 
at Jlst December, 
1U 

4 

lie mamuig to be 
bon owed 

5 

Total Amounts 
authorised 

1 

i 



Total Slum* Capital paid up (sec A. ) £ 

Do. Loan do borrowed [set 11 ) £ 

Total Capital meived £ 


« 

0 -Capual At couni ior the Ye«ir ended 31st December, 19 


*3 

IS 


JL. S (l 


. To I mh mill in to 
SlstPeccmbci Vf ' 

St/iff that date 
\ To lands a< cirnnd m 
oiudmg I iw < huge s 
! Jo New Building**, 

Manutic luring Plmt, 

Mae him s, Stor igc 
Works, and other I 

Strnctuics connected 1 

with MinulutuiL 
1 <> new Mans md 
Service h (not 

being in pi ue of old 
ones) including Using 
name, Paving, and 
other works connected, 
with distribution I I 

To new Met eis (not | t 

In place nt old om s) 
including fixing I i 

To Oojtsof predicting | 

To Special lions (if 

any) . 

Total JBvpendlture 
To Balance of Capital Ac c ount 


*tf n 
*£cs 

i & 

■k - J 

,L S d 




i s d 


I 


B^ Oidinay 
SJi tic s oi JL 
c uli 

By ditto of L 
c ah 

By Preference 
Share s ol i 
c <u h 

B\ 1 >c be nturc 
Stoc k 

Bv Mortgages 
md Bonds 

B\ Amount 
lcmvtd in 
anticipation ot 
('alls 


f Z J a> S 

" 1 ° y_ 

i-S (1 is d 


Total 


L s cl 


£ 


i 


Total Receipts 
to 31st Dec , 



• r Gas works clauses act, 1871. 

D.— Bbvbnue Account for the Year ended 31st December, 19 


To Manufacture of Gas. i 

1. Coals, including Dues, Car-i 

riage, Unloading, and all 
Expenses of depositing { 
same on Works 

2. Purifying Materials, Oil,! 

Water, and Sundries at : 

Works 

8. Salaries of Engineers, in- 
cluding Chief Engineer (if 1 
any). Superintendents, 
and Officers at Works . . j 

4. Wages and Gratuities at 

Works 1 

5. Repairs and Maintenance of I 

Works and Plant (includ-j 
ing .Renewal of Retorts), 
Machines, Apparatus,Tools ! 
Materials, and Labour . . | 
£' 

Less Old Material sold 


To Distribution of Gas. I 

6. Salaries of Surveyor, Chief 

Inspector, Inspectors, J 
Assistant Inspectors, ami 
Clerks in Light Office . . 

7. Repair, Maintenance, and 

Renewal of Mains, and of 
Service Pipes, including 
Materials, Laying and 
Paving, and Labour 

8. Repairing, Renewing, and 

Roflxing Meters .. 


By Sale of Gas. 

1. Common Gas ( 

cubic feet), at / 
per 1,000 cubic feet . 

2. Cannel Gas { 

cubic feet), at / 
per 1,000 cubic feet . 

3. Public Lighting and 

under Contracts 

• 4. Rental of Meters 


By Residual Products. . . i 

5. Coke, less Labour and 

Cartage 

6. Breeze, ditto . . . . ' 

7. Tur, ditto 

H. Ammoniacal Liquor, 
ditto . . . . . . i 


9. By Rents 
10. By Transfer Fees 

By other Items (if any) 


To Public Lamps. 

9. Lighting and Repairing 


To Rents, Rates , and Taxes. 

10. Rents 

2 1 . Rates and Taxes . . 


To Management. j 

12. Directors' Allowances 

13. Salaries of Secretary, Ac-! 

countant and Clerks, Office! 1 
Keepers, and Messengers 
'14. Collectors’ Commission or 1 
i Salaries . . . . 

15. Stationery and Printing . . 
10. General Establishment 
Charges and Incidentals. . 
17. Auditor 


to Law and Parliamentary 
Charges. 

18. Law 

19. Parliamentary (oppositions) 

20. To Depreciation Fund for 

Works on Leasehold Lands 
(if any) 

21. To Bad Debts . . . . | 

To other Items (if any) 

Total Expenditure 

Balance carried to Profit 
and Loss Account E. 


{.’V* ” ■*" *" 

V. ity. Nvv 


Total Receipts 
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E. — Pkoiit and Loss Account (Net Revunut) for tho Year ended 
fir 31st December, 19 Or. 


1 To amount curried to Re nerved 
X und Account F (it anj ), from 
Profits of H> 

1 „ Interest on lemponry Loins, 

and Moneys received In antici 
pation of Calls 

3 „ Ditto on Mortgage a and Bonds 

accrued to Hat l)t ce mb* r, 1 > 

4 M l>itto on D< bontuie Stock to 

ditto 

6 „ Half veil's Dividend on 

1st Prcbrentnl to 30th 
Jurif , 1 » 

6 „ Ditto, 2nd Prefuentlil to 

ditto 

7 „ Ditto on Or din irv Shires 

at pei cent 

„Bnl*mce of Net Pit lit, to hi 
earned to next Recount sub- 
ject to Walfyrirs Dividenels 
to 31st December, 10 

1 


|£sd 

1 By B dance of Net I*roflt 

brought irom last At i 

eount (31st December, | 

H ) 

2 „ \ mount drawn fiom 

Xtese ive d Tund (if any) | 

Liw Dividend paid for | 

the II lit \e ir e ruled i 
°lst Dee ember 19 

3 Balance brought from Revenue 

Ae e ount D , being Profit for 
Year to December 10 

4 Interest on Moneys deposited 


£ 


F. — ItosiRVLD Fund Accoijni loi tho Yoai ended list December, 19 . 


£ 8 

1 Amount (if any) c arrie d to Profit 

and Loss Account L to make 
up defie ieutics of Dividends to 
3 1st Dee ember, 19 

2 Amount Paid for L\tm ordinary 

( btim oi I)e inand 'If my) 

3 \ mount of Balance to bo < irrli d 

to next Account 


£ s d 

1 By Bilince l [ought fiom last 

Account j 

2 , Bilune brought fiom Pioflt 

anel Loss \ccount L 

Interest m Amount ln- 
v este d 


£ £j 


Like Accounts must be ^iven foi Depreciation l unel for Woiks on 
Leaseholds (it an} ) 

Gr. - Siailmint 01 Oo vls duinig the Ye ir ended 31st Deccmbti, 19 , 


Description of l oil 

In Store Ust 
Dt umber, ! 

Re t e ive d i 
during 

i ' ,ir i 

C nil ionize 1 or 
usul luimg 
Yeiu 

In Store Slut 
December, 
l‘> 


Tons 

1 Tons 

Ions 

Tons 

Common 

Canned 


1 

! 


1 


II — Statement or Re&idcjal Producxs for the Yeai ended 
31st December, 19 


In Store 31st 1 

Description of fcesidual. December, 

Estimated* < 

Made j 
durmg 1 
Year 

Estimated | 

Used in 
Manufacture 
durmg Year. 
Estimated 

1 

Sold 

during 

Year 

In Stove 
31st Decem- 
ber. j,0 « 

Estimated* 

Coke, Common, chaldrons of | 

^ Cannel „ „ 

,» m 

Ammoniac^ Liqut^ butts of 
v 108 golems , * 




% 

i 
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§ « 

WATER WORKS CLAUSES ACT, 1847. 


I. — General Balance Sheet on 31st December, 19 

.Dr. * 


Or. 


X. To Capital Account — I 

* Balance at Credit thereof \ 
(Account C.) . . . . | 

2. „ Profit and Loss Account — 

Balance at Credit thereof j 
(Account E.) .. ..I 

8. „ Reserved Fund — , 

Balance at Credit thereof 
(Account F.) . . . . j 

4. „ Depreciation Fund (for Works 

on Leasehold Lands) — I 
Balance at Credit thereof 
(Account ) 

5. „ Unpaid Dividends . . . . , 

6. „ Interest accrued and unpaid 

on Mortgages, Bonds, and i 
Debenture Stock, and other 1 
Loans, to 31st December, i 
19 I 

7. „ Sundry Tradesmen and others, i 

for Amount due for Coals, : 
Stores, &c., to 31st Decem- 
ber, 111 

8. „ Wages and Contingencies — 

Amount due to 31st Decern- i 

her, 19 t 

„ Other Items (if any) . . . . ! 


£ 


,'i 1. By Cash at Bankers 
1 2. „ Cash on Deposit or at 
Interest , . 1 . . 

3. „ Coals for Stock, on 

hand 31st December, 

; 19 

4. „ Coke and Breeze, 31st 

December, 19 

, 5. „ Tar and other Pro- 
! « ducts, 31st Decem- 

ber, 19 

I 6. „ Sundry Stores, 31st 
December, 19 

7. „ (las and Meter Rental ; i 
Balance of this Account 
due to the Company on 
31st December, 19 , less 
Deposits and Prepayments 

5. „ Coke and other Re- 

siduals, 31st Decem- 
ber, 19 

9. „ Sundry Accounts, 31st 
December, 19 

„ Special Items (if any), in- 
cluding Investments 

£ 


§ 4.— Water Companies. 

The Water Works Clauses Act, 1847. 

- Profits to be 1 Ami ted, 

75. The profits of the Undertakings to be divided among the 
Undertakers in any year shall not exceed the prescribed rate, or where 
no rate is prescribed, they shall not exceed the rate of ten pounds 
In the hundred by the year on the paid-up capital in the Undertaking, 
which in such case shall be deemed the prescribed rate, unless a larger 
dividend be at any time necessary to make up the deficiency of any 
previous dividend which shall have fallen short of the said yearly rate. 


j Reserved Fund. 


76. If the clear profits of the Undertaking in any year amount 
. to a larger sum than is sufficient, after making up the deficiency in the 
dividends of any previous year as aforesaid, to make a dividend at the 
; prescribed rate, the excess beyond the sum necessary for such purpose 
shall from time to time be invested in Government or other securities, 
and the dividends and interest arising from such securities .shall also 
he invested in the same or like securities, in order that the same may 
; accumulate at*’ compound interest until the fund so formed amounts 
to the prescribed sum, or, if no sum be prescribed, to a stun equal to ; 
one-t^nth part of the nominal capital of the Undertakers, which sum 
*shah form a reserved fund to answer any deficiency which may at 
,/>, (i < any" time happen in the amount of divisible profits, or to meet 
'fef eixy ’ extraordinary claim or demand which may at any time arise 
‘V the Undertakers ; and if such fund be at any time reduced, 

U‘v ■ . ■ . ; . ■ ■' , ;,4i v 
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it may thereafter be again restored to the said sum, and so from time 
to time as often as such reduction shall happen. f 

77. Provided always, that no sum of money shall be taken from 
the said fund for the purpose of meeting any extraordinary claim, 
unless it be first certified, in England or Ireland by two Justices, and 
in Scotland by the Sheriff, that the sum so proposed to be taken is re- 
quired for the purpose of meeting any extraordinary claim within the 
meaning of this or the special Act. 

78. When such fund shall, by accumulation or otherwise, 
amount to the prescribed sum, or one-tenth part of the nominal capital, 
as the case may be, the interest and dividends thereon shall no longer 
be invested, but shall be applied to any Of the general purposes of the 
Undertaking to which the profits thereof are applicable. 

79. If in any year the profits of the Undertaking divisible amongst 
the Undertakers shall not amount to the prescribed rate, such a sum 
may be taken from the reserved fund as, with the actual divisible 
profits of such year, will enable the Undertakers to make a dividend 
of the amount aforesaid, and so from time to time as often as the 
occasion shall require. 

Accounts to be Lodged . 

83. And with respect to the yearly receipt and expenditure of 
the Undertakers, be it enacted, that the Undertakers shall, in t 
each year after they have begun to supply water under this or the 
special Act, cause an account in abstract to be prepared of the whole 
receipt and expenditure of all rates or other moneys levied under the 
powers of this or the special Act for the year preceding, under the several 
distinct heads of Receipt and Expenditure, with a statement of the 
balance of such account, duly audited and certified by the chairman 
of the Undertakers, and also by the Auditors thereof, if any ; and a 
copy of such annual account shall be sent, free of charge, to the Clerk 
of the Peace for the County in which the Waterworks are situated, 
if the Waterworks are situated in England or Ireland , and if the Water- 
works are situated in Scotland to the Sheriff Clerk of such County, 
on or before the thirty -first day of January in each year. 


§ 6. — Electric Lighting Companies. 

(£) The Electric Lighting Act, 1882. 

Accounts, 

9 . The Undertakers shall, on or before the twenty-fifth day Of 
March in every year, fill up an annual statement of accounts of the 
Undertaking made up to the thirty -first day of December then next 
preceding ; and such statement shall be in such form and shall coutafy 
such particulars and shall be published in such manner as may frohi 
time to time he prescribed in that behalf by the Board of Trade. , ' 
The Undertakers shall keep copies of such annual statement at 
their office, end cell the same to any applicant at a price net exceeding , 
one shilling a copy. > ' 



(b)‘ Feritf of Accounts prescribed for Electric Lighting Companies. 


ELECTRIC LIGHTING ACT, 




pH Q 

gfc- 

go „• 

H 5 1 

g "A fi 

O a c? 
** 8 
ft w Q 

W > ie 
HO® 

£3 CO 

3 ^ 2 
ft 

§W g 

Ph H 

55 * 

3a 

H pq 
H oq 
Ph t—t 

< « 

o o 


« * m 

gw| 

*a1 

« N S 
HoO 
3 M -g 

£ w 

£g* 



Total Share Capital Paid op, see No. X. . 
,. Loan „ Borrowed, see No. II.. 

Total Capital received . 



Dr. CAPITAL ACCOUNT 

No. HI. for the Tear ending 31st December, 19 


612 


PRACTICAL AUDITING 


[§* 

r 



for depreciation of works is made by a debit of £ . to Revenue Account, transferred to Depreciation Fund 

Account No. YU. 



_ Bn •REVENUE ACCOUNT 

No. IV. for tlie Year ending 31st December, 19 


ELECTRIC LIGHTING ACT, 1882 , 


613 




<N « 


•f «o 


and Gratuities to Linesmen, 



BEVENrE account — continued. 
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Rfvtnlf \ccoi \t— cowhnued 


ELECTRIC LIGHTING ACT, 1882 
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l 

i 




NET REVENUE ACCOUNT. 
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!. By Amount brought from Revenue Account (see No. IV. H.) 
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(c) The Electric Lighting (Clauses) Act, 1809. 

Application of Ad. 

1. The j>ro various contained in the Schedule to this Act shall 
be incorporated with and form pail of overy Provisional Order made 
by the Board of Trade after the commencement of this Act under 
the Electric Lighting Acts, save so iar as they are expressly varied 
or excepted by the Order, and shall, subject to any such variations 
or exceptions, apply, so far as applicable, to the undei taking authorised 
by the Order. 

The said provisions shall also, with the necessary modifications, 
and in particular with the substitution of the words “ special Act ” 
for “sjjeoiyl Older” be incorporated ruth any special Act, save so 
far as they aie expressly vaned 01 excepted thereby. 


*S (hnfiih . 

A mitt. 

6. The follow mg pros isrons hball apply as to the audit of accounts 
whero the T3 udei t akej .s ate not a Lo< al Authority : - 

( 1) Tlie annual statement ol accounts ot the Undertaking, before 
being published, as piovided by Section nine ot the Electric 
Lighting Act, 1882, shall be examined and audited by such 
competent and impartial poison as t lie Board ol Trade appoint, 
and the remuneration ot the Auditor shall be such as the 
Board oi Trade direct, and that lomuneiation and all ex- 
penses incurred by him in or about tbo execution of Ins duties, 
to such an amount .is tin 1 Board oi Trade approve, shall 
be paid by tin 4 Undei takers on demand, and shall be recover- 
able summarily as a ei\ il debt 

(2) The Undertakers shall give to the Auditor, his clerks and 
assistants, access to such ol the books and documents relating 
to the Undertaking as are necessary for the purposes of 
the audit, aud shall when required tarnish to him and them 
all vouchers and inhumation requisite for that purpose, and 
shall afford to him and them all facilities foi the proper exe- 
cution of his and their duly. 

(3) The Board of Trade may make and a ary regulations prescribing 
the times at ami the mode in which the audit shall be made 
and conducted, or otherwise for the purpose of giving effect 
to the provisions ot this section. 

(4) Any report made by the Auditor, or such portion thereof 
os the Board of Trade direct, shall be appended to the annual 
Statement of accounts, and shall form part thereof for tho 
purposes of the said Section nine, 
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§ 6.— Assurance Companies. 

(a) The Assurance Companies Act, 1909, 

Application of Act. 

1. This Act shall apply to all persons or bodies of persons, whether 
corporate or uu incorporate, not being registered under the Acts relating 
to Friendly Societies or to Trade Unions (which persons and bodies 
of persons are hereinafter icfei red to as Assurance Companies), whether 
established before or alter the commencement of this Act, and whether 
established within or without the United Kingdom, who carry on 
within the United Kingdom assurance business of all or any of the 
following classes : — 

(a) Life assurance business ; that is to say, the i^sue of, or the 
undertaking of liability under, policies of assurance upon 
human life, or the granting of annuities upon human life: 

(b) Fire insurance business ; that is to say, the issue of, or the 
undertaking of liability under, policies of insurance against 
loss by or incidental to fire ; 

(c) Accident insurance business ; that is to say, the issue of, or 
the undertaking of liability under, policies of insurance upon 
tlte happening ot personal accidents, whether fatal or not, 
disease, or sickness, or any class of personal accidents, disease, 
or sickness ; 

(</) Employers’ liability insurance business; that is to say, the 
issue of, or the undertaking of liability under, policies insuring 
employers against liability to pay compensation or damages 
to workmen in their employment ; 

(c) Bond investment .business ; that is to say, the business 
issuing bonds or endowment certificates by which the Company, 
in return lor subscriptions, payable at periodical intervals 
of two months or less, contract to pay the bondholder a sum 
at a future date, and not being life assurance" business as 
herein before defined : 

Subject as respects any class of assurance business to the special 
provisions of this Act relating to busirfess of that class. 

A Company registered under the Companies Acts which transacts 
assurance business of any such class as aforesaid in any part of the 
world shall lor the purposes of this provision be deemed to be a 
Company transacting sijch business within the United Kingdom. 

deposit, 

2 . — ( 1 ) Every Assurance Company shall deposit and keep deposited 
with the Paymaster-General for and on behalf of the Supreme Court that 
sum of twenty thousand pounds. 

J$) The sum so deposited shall be invested by the Paymaster- 
General in such of the securities usually accepted by the Court for IN 
investment of funds placed under its administration as the Company 
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may select, and Ihe intciesl acoiuing due on any such securities shall 
1>» paid to the Company. 

(3) The deposits may be made by Ihe subscribers of the Memorandum 
oi Association of the Company, or any of them, in tlie name of the 
proposed Company, and, upon Uie incorporation of the Company, shall 
be deemed to have been made by, and to be part of the assets of, the 
Company, and the Registrar shall not issue a certificate oi incorporation 
of the Company until the deposit lias boon made 

(4) Where a Company oairio^ on, of intends to carry on, assurance 
business of more than one class, a separate sum oi twenty thousand 
pounds shall bo deposited i\nd kept deposited under this section a<§ 
respects each class of business, and the deposit made in respect of any 
class of business in lespeot of Minch a sepai ate assurance fund ifc required 
to be kept ‘diall be deemed to form part ol that fund, and all interest 
accruing duo on any such deposit oi the securities in which it is for 
the time being invested shall be earned by the Company to that fund. 

(5) The Paymasfcei-Geneial shall not accept a deposit except on 
a wanant of the Board of Tuule. 

(G) The Board of Trade mav mukc i ules w ith respect to applications 
ior warrants, the payment oi deposits, and the investment thereof or 
dealing theiewith, the deposit ol stocks oi other securities w lieu of 
y money, the payment of the intciest or dividends from timo to time 
accruing due on any securities in which deposits are ior tliQ time being 
invested, and the withdiawal alid tiausiei of deposits, and the rules 
so made shall havo effect as if they weio enacted in this Act, and shall 
be laid before Paihament as soon as may be after they are made. 

(7) Tins section shall apply to an Assurance Company registered 
or having its head office iu Ireland, subject to the following modifi- 
cations : — , 

References to the Supreme Court shall be construed as references 
to the Supreme Court of Jndicatuie in Ireland, and references 
to the Paymaster-General shall be construed as references 
to the Accountant-Gcueial of the last mentioned Court. 

Separation of Funds. 

3. — (1) In the case of an Assurance Company transacting other 
business besides that of assurance, or tiansacting more than one class 
of assurance business, a sepaiale account shall be kept of all receipts 
in respect of the assurance business or of each class of assurance 
business, and the receipts in respect of the assurance business or, in 
the case of a Company carrying on more than one class of assuiancc 
business, of each class of business, shall be carried to and form a sopai ate 
assurance fund with an appropriate name : Provided that nothing 
to this section shall require the investments of any such fund to be 
kept separate from the investments of any other fund. 

<2) A fund of any particular class shall be as absolutely the security 
Of the Policy Holders of that class as though it belonged to a Company 
o&irxyiftg on uo other business th$a assurance business of that class. 
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and shall not be liable for any contracts of the Company for which it 
would not have been liable had the business of the Company been 
only that of assurance of that class, and shall not be applied, directly 
or indirectly, for any purposes oilier than those of the class of business 
to which the fund is applicable. 


Accounts and Balance Sheets. 

4. Every Assurance Company bliall, at the expiration of each 
financial year of the Company; prepare — 

(a) A lievcnue Account for the year in the form or forms set 
forth in the First Schedule to this Act and applicable to the 
class or classes of assurance business carried on by the Company ; 

(b) A Profit and Loss Account in the form set forth in the Second 
Schedule to this Act, except where the Company carries on 
assurance business of one class only and no other business ; 

(c) A Balance Sheet in the ^orm set forth in the Third Schedule 
to this Act. 


Actuarial Report and Abstract. 

5. — (1) Every Assurance Company shall, once in every five years, 
or at such shorter intervals as may be prescribed by the instrument 
constituting the Company, or by its regulations or bye-laws, cause < 
an investigation to bo made iuto its financial condition, including 
a valuation of its liabilities, by an Actuary, and shall cause an abstract 
of the report of such Actuary to be made in the form or forms set 
forth in the Fourth Schedule to this Act and applicable to the class 
or classes of assurance business carried on by the Company. 

(2) The foregoing piovisions of this section shall also apply when- 
ever at any other time qn investigation into the financial condition 
of an Assurance Company is made with a view to the distribution oi 
profits, or the results of which are made public. 

Statement o 4 Assurance Business. 

6. Every Assurance Company shall prepare a statement of its 
assurance business at the date to which the Yccounts of the Company 
are made up for the purposes of any such investigation as aforesaid 
ill the form or forms set forth in the Fifth Schedule to this Act and 
applicable to the class or classes of assurance business carried on by the 
Company; Provided that, if the investigation is made annually 
by any Company, the Company may prepare such a statement at any 
time, so that it be made at least oneewi every five years. 

Deposit of Accounts , &c., with Board of Trade , 

7*“(l) Every Account, Balance Sheet, Abstract, or Statement* 
hereinbefore required to be made shall be printed, and four copies 
thfriof, One of which shall be signed by the Chairman and two Directors 
o t the Company and by the principal Officer of the Company, and if the 
Company has a Managing Director by the Managing Director* shall 
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be deposited at the Board of Trade within six months after the close 
of the period to which the Account, Balance Sheet, Abstract, or State* 
ment relates: Provided that, if in any case it is made to appear 
to the Board of Trade that the circumstances are such that a longer 
period than six months should be allowed, the Board may extend 
that period by such period not exceeding three months as they think 
fit. 

(2) The Board of Trade shall consider the Accounts, Balance 
Sheets, Abstracts, and Statements so, deposited, and, if any such 
Account, Balance Sheet, Abstract, or Statement appears to the Board 
to be inaccurate or incomplete in any respect, the Board shall 
communicate with the Company with a view to the correction of any 
such inaccuracies and the supply of deficiencies. 

(3) There shall be deposited with every Revenue Account and 
Balance Sheet of a Company any Report on the affairs of the Company 
submitted to the Shareholders or Policy Holders of the Company 
in respect of the financial year to which the account and Balance 
Sheet relates. 

(4) Where an Assurance Company registered under the Companies 
Acts in any year deposits its Accounts and Balance Sheet in accordance 
with the provisions of this section, the Company may, at the same 
time, send to the Registrar a copy of such Accounts and Balance 

* Sheet ; and, where such copy is so sent, it shall not be necessary for 
the Company to send to the Registrar a Statement in thb form of a 
Balance Sheet, as required by Subsection (3) of Section twenty-six 
of the Companies (Consolidation) Act, 1908, and the copy of the 
Accounts and Balance Sheet so sent shall be dealt with in all respects 
as if it were a Statement sent in accordance with that subsection. 

8. A printed copy of the last deposited Accounts, Balance Sheet, 
Abstract, or Statement, shall on the application of any Shareholder 
or Policy Holder of the Company be forwarded to him by the Company 
by post or otherwise. 

Audit. 

9. Where the Accounts of an Assurance Company are not subject 
to Audit in accordance with the provisions of the Companies 
(Consolidation) Act, 1908, or the Companies Clauses Consolidation 
Act, 1845, relating to Audit, the accounts of the Company shall be 
audited annually in such manner as the Board of Trade may prescribe, 
and the regulations made for the purpose may apply to aqy such 
Company the provisions of the Companies (Consolidation) Act, 1908, 
relating to Audit, subject to such adaptations and modifications as 
may appear necessary or expedient. 

Shareholders ’ Address Book . , 

10,, .Every Assurance Company which is not registered fader 
the ! Companies Acts, or which has not incorporated in its Deed 
- ^ ten of the Companies Claeses Consolidation 

‘ J^ep a “ Shareholders’ Address Book,” in accordance 



624 


PRACTICAL AUDITING. 


LI 6 

I 


with the provisions of that Section, and shall, on the application of any 
Shareholder or Policy Holder of the Company, furnish to him a copy 
of such book, on payment of a sum not exceeding sixpence ior every* 
hundred words required to bo copied. 

Alteration of Forms . 

22. The Hoard of Trade may, on the application or with the consent 
of an Assurance Company, altei the forms contained in the Schedules 
to this Act as respects that Company, for the x>urpose of adapting 
them to the circumstances of that Company. 

Penalties. 

23. Any Assuiance Company which makes default in complying 
with any of the iequiiemenib of this Act shall bo liable to a penalty 
not exceeding one hundred pounds, or, in the ease of a continuing 
default, to a penalty not exceeding fifty pounds ioi every day during 
which the default continues, ami every Piioctor, Manager, oi Secretary, 
or other Officer or Agent of the Company who is knowingly a jiaity 
to the default shall be liable to a like penalty. 

24. If any Account, Balance Sheet, Abstract, Statement, or other 
document icquiicd by tins Act is false in any particular to the know* 
ledge of any person who signs it, that pen on shall bo guilty of a, 
misdemeanour and shall he liable on conviction on indictment to fine 
and imprisonment, or on summaiy conviction to a fine not exceeding 
fifty pounds. 

Application to Underwriters. 

28. — (2) This Act shall not apply to a member of Lloyd’s, or 
of any other association of undoiwrii ors appioved by the Board of 
Trade, w r lio cairies on assurance business of any class, provided thqt 
he complies with the requirements set forth in the Eighth Schedule 
to this Act, and applicable to business of that class. 


, Application to Fire Insurance Companies . 

31. Where a Company carries on fire insurance business, this 
Act shall apply with respect to that business, subject to the following 
modifications :~- 

(a) It shall not ho necessary for the Company to prepare any 
statement of its fiio insurance business in accordance with 
the Fourth and Filth Schedules to this Act : 

(b) Such of the provisions of this Act as relate to deports to be 
made under this Act shall not apply with respect to the fire 
insurance business carried on by the Company, if the Company 1 

i hue commenced to carry on that business within the United 

* KJingdom before the passing of this Act : * 

i) gndb of the provisions of this Act as relate to deposits to be 
made under this Act shell not apply where the Company 
is an association oi owners or occupiers of buildings {Mr other 
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property which satisfies the Board of Trade that it is carrying 
on, or is about to carry on, business wholly or mainly for the 
purpose of the mutual insurance of its members against damage 
by or incidental to fire caused to the houses or other properly 
owned or occupied by them : 

(d) It Hliall not be necessary to make a deposit in respect of fire 
insurance business where the Company has made a deposit 
in respect of any other class of assurance business, and, wheio 
a Company, having made a deposit in respect of fire insurance 
business, commences to cairy on life assurance business or 
employers’ liability insurance business, th“ Company may 
transfer the deposit so made to the account of that other 
business, and attcr such transfer the deposit shall be treated 
as if it had been made in respect of such other business : 

(c) So much of this Act as icqinros an Assurance Company 
transacting other business besides assurance business, or 
more than one class of assuiancc business, to keep separate 
funds into which all receipts in respect of the assurance business 
or of each class oi assuiancc business are to be paid shall not 
apply as respects fire insurance business. 


Application io 1 evident Insurance Companies. 

32. Where a Company carries on accidcut insurance business, 
this Act shall apply with respect 1 6 that business, subject to the following 
modifications : — 

(а) In lieu of the provisions ot Sect ions five and six of this Act the 
following provisions shall he substituted: — 

“ The Company shall annually prepare a statement 
of its accident insuiance business in the form set forth in the 
Fourth Schedule to this Act and applicable to accident 
insurance business, and the statement shall be printed, 
signed, and deposited at the Board of Trade in accordance 
with Section seven of this Act ” : 

(б) 8uch of the provisions of this Act as relate to deposits to be 
made under this Act shall not apply with respect to the accident 
insurance business carried on by the Company if the Company 
has commenced to carry on tiiat business in the United Kingdom 

* before the passing of this Act : 

(c) It shall not be necessary to make or keep a deposit in respect 
of accident insurance business where the Company has made 
a deposit in respect of any other class of assurance business, 

, and, where a Company, having made a deposit in respect of 
, accident insurance business, commences to carry on life assurance 
business or employers’ liability insurance business, the Company 
may transfer the deposit so made to the account of that other 
business, and after such transfer the deposit shall be treated 
as if it had been made in respect of such other business : 
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(d) So much of this Act as requires an Assurance Company trans- 
acting other business besides assurance business, or more than 
one class of assurance business, to keex> separate funds into 
which all receipts in respect of the assurance business or of 
each class of assurance business arc to be paid shall not apply 
as respects accident insurance business. 

Application to Employers' Liability Insurance Companies. 

33.- -(1) Where a Company car lies on employers’ insurance 
business, this Act shall apply with respect to that business, subject 
to the following modifications : — 

(a) This Act shall not apply where the Company is ail association 
of employers which satisfies the Board of Trade that it is carrying 
on, or is about to carry on, business wholly or mainly for the 
purpose of the mutual insurance of its members against liability 
to pay compensation cr damages to workman employed by 
them, either alone or in conjunction with insuianeo against 
any other risk incident to their trade or industry : 

(b) This Act shall not apply where the Company carries on the 
employers’ liability insurance business as incidental only to 
the business of marine insurance by issuing marine policies, 
or policies in the form of marine policies, covering liability to f 
pay* compensation or damages to woikmcn as well as losses 
incident to marine adventure or advent uro analogous thereto j 

( c ) In lieu of the provisions of Sections five and six of this Act 
the following provisions shall be substituted : — 

“The Company shall annually prepare a statement 
of its employers’ liability liismanco business in the form set 
forth in the Fourth Schedule to this Act and applicable 
to employers’ liability insurance business, and shall cause 
an investigation of ils estimated liabilities to bo made by 
an Actuary so far as may be necessary to enable the provisions 
of that form to bo complied with, and the statement shall 
be printed, signed, and deposited at the Boaid of Trade 
iu accordance with Section seven of this Act.” 

(<7) Such of the provisions of this Act as relate to deposits to be mado 
under this Act shall not apply with respect to the employers’ 
liability insurance business carried on by a Company where 
the Company had commenced to carry on that business within 
the United Kingdom before the twenty-eighth day of August, 
nineteen hundred and seven : 

(«) As soon as the employers’ liability fund sot apart and secured 
,<0T the satisfaction of the claims of Policy Holders of, that 
' elaflts amounts to forty thousand pounds, the Paymaster 
General shall, if the Company has made a deposit in respect 
of S^y other class of assurance business, rettirn to the Company 
the money deposited in respect of its employers’ liabj^ty 
insurance business, and it shall not thereafter be necessary 
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for the Company to keep any sum deposited in respect of that 
• ' * business, so long as the sum deposited in respect of any other 

class of assurance business is kept deposited : 

(/) Where monqy is paid into a County Court under the provisions 
of the Eighth Schedule to this Act, the Court shall (unless 
the Court for special reason sees fit to direct otherwise) order 
the lump sum to be invested or applied in the purchase of an 
annuity or otherwise, in such manner that the duration of 
the benefit thereof may, as far as possible, correspond with 
the probable duration of the incapacity. 


Application to Bond Investment Companies. 

34. Where a Company carries on bond investment business, this 
Act shall apply with respect to that business, subject to the following 
modifications : — 

(a) The expression “ Policy ” includes any bond, certificate, receipt, 
or other instrument evidencing the contract with the Company, 
and the * expression “Policy Holder ” means the person who 
for the time being is the legal holder of such instrument : 

( b ) Such of the provisions of this Act as relate to deposits shall 
not apply with respect to the bond investment business carried 
on by the Company, if the Company has commenced to carry 
on that business in the United Kingdom before Ibhe passing 
of this Act : 

(c) As soon as the bond investment fund set apart and secured 

# for the satisfaction of the claims of the Policy Holders of that 
class amounts to forty thousand pounds, the Paymaster-General 
shall, if the Company has made a deposit in respect of any 

* other class of assurance business, return to the Company the 
money deposited in respect of its bond investment business, 
and it “shall not thereafter be necessary tor the Company to 
keep any sum deposited in respect of that business, so long 
as the sum deposited in respect of any other class of business 
is kept deposited : 

(d) The first statement of the bond investment business of the 
Company shall be deposited at the Board of Trade on or before 

'the thirtieth day of June, nineteen hundred and eleven. 


rr 2 
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EIGHTH SCHEDULE. 


Requirements to be complied with by Underwriters being 

Members of Lloyd’s, or or any other Association of 
Underwriters approved by the Board of Trade. 

(A) — A s respects, Li] e Assurance Business. 

1. Every underwriter shall deposit and keep deposited in such 
manner aw the Board of Trade may direct a sum ot two thousand 
pounds. The Board of Trade may make rules as to the payment, 
repayment, investment of, and dealing with, a deposit, the payment of 
interest and dividends from any such investment, and for any other 
matters in respect of which they may make rules under section 2 (6) 
of this Act in relation to deposits made by assurance companies. The 
sum so deposited shall, so long as any liability under any policy issued 
by the underwriter remains unsatisfied, be available solely to meet 
claims under such policies. 

2. The underwriter shall furnish every year to the Board of Trade a 
statement in such form as may bo prescribed by the Board showing the 
extent and character of the life assurance business effected by him. 

(B) and (C) — As respects Fire and Accident Insurance Business. 

1. Except as hereinafter provided, every underwriter shall comply 
with the following requirements : — 

(a) He shall deposit and keep deposited in such manner as the 
Board of Trade may direct a sum oi two thousand pounds 
in respect of each class of business. The Board of Trade 
may make rules as to the payment, repayment, investment 
of, and dealing with, a deposit, the payment of interest and 
dividends from any such investment, and for any other matters 
in respect of which they may make rules under section 2 (6) 
ol this Act in relation to deposits made by assurance companies. 
The sum so deposited shall, so long as any liability under 
any policy issued by the underwriter remains unsatisfied, 
be available solely to meet claims under such policies. 

(b) He shall turmsb every year to the Board of Trade a statement, 
in such form as may be prescribed by the Board, showing 
the extent and character of the fire or accident insurance 
business effected by him. 

An underwriter who carries on fire insurance or accident insur- 
ance business may, in lieu of complying with the above requirements, 
elect to comply with the under-mentioned conditions : — * 

premiums received by or on behalf of the underwriter in ' 
* respect of fire and accident insurance or re-insurance business 
carried on by him, cither alone or in conjunction with any 
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other insurance business for which special requirements are 
not laid down in this Schedule, shall without any apportionment 
be placed in a trust fund in accordance with the provisions 
of a trust deed approved by the Board of Trade : 

(/;) He shall also furnish security to the satisfaction of the Board 
of Trade (or, if the Board so direct, to the satisfaction of the 
committee of the association), which shall be available solely 
to meet claims under policies issued by him in connexion 
with fire and accident business and any other non-marine 
business carried on by him for which special requirements 
are not laid down in this schedule. 

The security may be furnished in the form of either a deposit 
or a guarantee, or partly in the one iorm and partly in the other. 

The amount of the security to be furnished shall never 
be less than the aggregate of the premiums received or re- 
ceivable by the underwriter iu the last preceding year in con- 
nexion with such fire and accident and other non-marine 
business : 

(<?) The accounts ot every underwriter shall be audited annually by 
an accountant approved by the committee of the association, 
who shall furnish a certificate to the committee of the 
association and to the Boaid of Trade in a form prescribed 
by the Board of Trade : 

(d) For the purpose of these i equipments “ non-marino insurance 
business” means the business of issuing policies upon subject- 
matters of insurance other than the following, namely : — 

Vessels of any description, including barges and 
dredgers, cargoes, freights, and other interests which 
may be legally insured by, in* or iu i elation to vessels, 
cargoes, and heights, goods, wares, merchandise, and 
property of whatever description insured for any transit 
by land or water, or both, and whether or not including 
warehouse risks or similar risks iu addition or as incidental 
to such transit. 


(D) — An renpecln Employer b Liability Insurance Business, 

1. Every underwriter shall deposit and keep deposited in such 
manner as the Board of Trade may direct a sum of two thousand pounds. 
The Board of Trade may make rules as to the payment, repayment, 
investment of, and dealing with, a deposit, the payment of interest and 
dividends from any such investment, and for any other matters in 
respect of which they may make rules under this Act in relation to 
deposits made by assurance companies. The sum so deposited shall, so 

# long as any liability under any policy issued by the underwriter remains 
unsatisfied, be available solely to meet claims under such policies. 

2. Where the person insured by any policy issued by In under- 
writer is liable to make a weekly payment to any workman during the 
incapacity of the workman, and the weekly paymeht has continued for 
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more than six months, the liability therefor shall before the expirafciop 
of twelve months from the commencement of the incapacity be redeemed 
by the payment of a lump sum in accordance with paragraph (17) ofy 
the First Schedule to the Workmen’s Compensation Act, 1906, and the 
underwriter shall pay the lump sum into the county court, and shall 
inform the court that the redemption has been effected in pursuance of 
the provisions of this schedule. 

3. The underwriter shall furnish every year to the Board of Trade 
a statement in such form as may be proscribed by the Board showing 
the extent and character of the employers’ liability business effected 
by him. 

4. For the purposes of this schedule “ policy ” means a policy 
insuring any employer against liability to p&y compensation or damages 
to workmen in his employment. 


(E ) — As respects Bond Investment Business. 

1. Every underwriter shall deposit and keep deposited in such 
manner as the Board of Trade may direct a sum of two thousand pounds. 
The 'Board of Trade may make rules as to the payment, repayment, 
investment of, and dealing with, a deposit, the payment of interest and 
dividends from any such investment, and for any other matters in respect 
of which they may make rules under section 2 (6) of this Act in relation 
to deposits made by assurance companies. The sum so deposited shall, 
so long as any liability under any policy issued by the underwriter 
remains unsatisfied, be available solely to meet claims under such, 
policies. 

2. The underwriter shall furnish every year to the Board of Trade 
a statement in such form as may be prescribed by the Board showing* 
the extent, and character of the bond investment business effected 
by him. 
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Revenue Account of the ior the Year ending 19 , in respect of Fire Insurance Business. 
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Be?kmje Account of the for the lear ending 19 , in i expect of Accident Insurance Business 
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so deducted to be s^paratelr shown m the abme \cfount 





Revenue Account of the toi the Year ending 19 . m lespeet of Bond Investment 

and Endowment Ceitificate Business 
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1 — Items m this Account to be the net amourts aft*r deduction of the amount* paid and received in respect of Be mourinres of the Ompauv’s 

rates 

Note 2 — If any sum has been deducted from the Expenses of Management Account and taken credit f» r m the Balance Sheet a* an asset, the suin 
£q deducted to be sspariteh shown m the above Account 
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Profit and Loss Account of the for the Year ending 
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§'7.— Building Societies. 

(a) The Building Societies Act, 1874. 

' Establishment of Societies . 

18. Any number of persons may establish a Society under this 
Act, either terminating or permanent, for the propose of raising by the 
subscription of the members a Stock or Fnnd for making advances 
to Members out of the funds of the Society, upon security of freehold, 
copyhold, or leasehold estate by way of moitgage ; and any Society 
under this Act shall, so far as is nece&saiy for the said propose, have 
power to hold land, witli the right of foreclosuie, and may from time 
to time raise funds by the issue of shareR of one or more denominations 
either paid up in full or to be paid by periodical or other subscriptions, 
and witli or without accumulating interest, and may xepay such funds 
when no longer requued for the purposes of the Society. Provided 
always that any land to which any such Society may become absolutely 
entitled by foieclosuie, or by sui render, or othei extinguishment of 
the right of redemption, shall, as soon afterwards as may be conve- 
niently practicable, bo sold or converted into money. 


Borrowing Powers. 

15. With respect to the borrowing of money by Societies under 
this Act, the following provisions shall have effect : 

(1) Any Society under this Act may leceivo deposits or loans at 

interest, within the limit in this section provided, from the 
members or other persons, or fiom corporate bodies. Joint 
Stock Companies, or from any tci minating Building Society, 
to be applied to the proposes of the Society ; « * 

(2) In a permanent Society the total amount so received on deposit 
or loan and not repaid by the Society shall not at any time 
exceed two-thirds of the amount for tho time being secured 
to tho Society by mortgages from its members; 

(3) In a terminating Society the total amount so leceived and not 

, repaid may either be a sum not exceeding such two-thirds 

as aioresaid, or a sum not exceeding twelve months’ subscriptions 
on the shares for the time being in force ; 

(4) Any deposits with or loans to a Society under this Act, mkde 
before tho commencement of this Act in accordance with its 
certified rules, are hereby declared to be valid and binding on 
the Society, but no further deposits or loans shall be received 
by such Society, except within the limits provided J>jjr this 

' section ; 

(5) Jfivery deposit book, or acknowledgment or security of any kind 4 
given lor a deposit or loan by a Society* shall have printed or 
1*|tt *4$ ^herein or thereon the whole of the fourteenth and 
fifteenth sections of the presented 
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Matters to be set forth in Mules. 

16. The rules of every Society hereafter established under this 
Act shall set forth : 

(1) The name of the Society and chief office or place of meeting 
for the business of the Society ; 

(3) The purposes to which the funds of the Society are to bo applied, 
and the manner in which they are to be invested ; 

(0) The manner of appointing, remunerating, and removing the 
Board of Directors or Committee of Management, Auditors, 
and other Ofticeis ; 

(8) Provision for an annual or more frequent audit of the accounts, 
and inspection by the Audit ois of the mortgages and other 
securities belonging to the Society ; 

(11) Provision for the custody of the mortgage deeds aiul other 
securities belonging to the Society. 

(12) The power and duties of the Board of Directors, or Committee 
oi Management, and other Officers. 


fnasiment of Surplus Funds. 

25. Any Society under this Act may from time to time, as the 
rules permit, invest any portion of the funds of the Society, not imme- 
diate!/ required for its purports, upon real or leasehold securities, 
or in the public funds, or in or upon any Parliamentary st ock or securities, 
or in or upon any stock or secuuties payment of the interest on which 
is guaranteed by authority of Pailiamcnt, or in the case of terminating 
Societies with other Societies under this Act ; and for the purpose of 
investments in the public funds or upon, security of copyhold or 
customary estate, the Society, or the Board of Directors or Committee 
of Management thereof, may from time to lime appoint and remove 
Trustees. „ 


Annual Account. 

40. The Secretary or other Officer of every Society under this 
Act shall, once in cvoiy year at least, prepare an account of all the 
receipts and expenditure of the Society since the preceding statement 
and a general statement of its funds and effects, liabilities and assets, 
showing the amounts due to the holders of the various classes of shares 
respectively, to depositors and creditors for loans, and also the balance 
due or outstanding on their mortgage securities (not including pro- 
spective interest), and the amount invested in the funds o t other 
securities ; and every such account and statement shall be attested 
by the Auditors, to whom the mortgage deeds and other securities 
belonging to the Society shall be produced, and such account and 
statement shall be countersigned by the Secretary or other Officer ; 
and every member* depositor, and creditor for loans shall entitled 
to receive from the Society i copy of such account and statement. 
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and a copy thereof shall be sent to the Registrar within fourteen days 
after the annual or other general meeting at which it is pre’seAte^i, 
and another copy thereof shall bo suspended in a conspicuous place 
In every office of the Society under this Act. 


(b) The Building Societies Act, 1894, 

Matters to be set forth in Rules. 

1. The rules of every Society under the Building Societies Acts 
established or substituting a new ^ct of rules ior its existing rules after 
the passing of this Act shall »-ot forth — 

(a) The manner m which the »tock or fund^ of the Society is or 
are to be raised ; 

(b) The terms upon which unadvanced subscription shares aie to 
be issued ; the manner in which tlic contributions aie to be paid 
to the Society, and withdrawn by the members, with tables, 
where applicable in the opinion of the Registrai, showing the 
amount duo by tho Society tor principal and mteicst separately ; 

(c) The terms upon which paid-up shares, if any, are to be issued 
and withdrawn, with tables, where applicable in the opinion 
of the Registrar, showing the amount due by the Society for 
principal and interest separately ; 

(d) Whether preferential shaies are to be issued, and, it so/tvithin 
what limits ; 

(e) The manner in which advances aie to be made and iepaid ; 
the deductions, if any, for pi cm lu ms, and the conditions upon 
which a borrower can redeem tho amount due from him before 
the expiration of the period tor which the advance was made,* 
with tables, where applicable in the opinion of the Registrar, 
showing the amount due irotn the borrow or after each stipulated 

' payment ; 

(/) The manner in which losses are to be ascertained and provided 
for ; 

(ft) Whether the Society intends to borrow money, and, if so, 
within what limits not exceeding those prescribed by the 
Building Societies ActR. 


Annual Account and Statement , 

(1) Every annual account and statement under section forty 
of the Building Societies Act, 1874, shall be made up to the end of the 
official year of the Society to which it relates, and shall be' in such form 
and shall contain such particulars as the Chief Registrar of Friendly* 
Societies may from time to time, with the approval of a Secretary of 
State, direct, either generally or with respect to any Society or class of 
Societies. Thb form of annual account and statement prescribed tot 
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general use by the Chief Registrar under this section, and every alteration 
, of that form, shall as soon as practicable be laid before each House of 
Parliament, and shall not come into operation until the expiration 1 / 
of forty days from the date at which it is so laid. Provided that evesjr 
* such account and statement shall set iorth : 

(a) With respect to mortgages to the Society upon each of which 
the present debt does not exceed five thousand pounds (not 
being mortgages where the repayments are upwards of twelve 
months in linear, or where the property has for upwards of 
twelve months been in possession of the Society), the number 
of all such mortgages, and the aggiegate amount owing thereon 
at the date of the account or statement, such information being 
given separately m respect of each ot the four following classes : 

(i) Where the debt does not exceed five hundred pounds : 

( 11 ) Where the debt exceeds live hundred pounds and 
docs not exceed one thousand pounds : 

(iii) Wheie the debt exceed* one thousand pounds and does 
not exceed three thousand pounds : 

\iv) Where the dobl exceeds three thousand pounds and does 
not exceed five thousand pounds ; and 

(b) With respect to any other mortgage to the Society, the 

particulars shown by the appropriate tabular form in the First 
Schedule to this Act. # 

^2) Er cry Auditor, in attesting any such annual account or state-* 
merit, shall either comfy that it is correct, duly vouched, and in 
accordance with law, or specially report to the Society in wliat respect 
he finds it incorrect, limouehed, or not in accordance with law, and 
shall also certify that lie lias at that audit actually inspected the mortgage 
deeds and other secuiitics belonging to tl^e Society, and shall state the 
number of properties vi it li lespeet to which deeds have been produced 
to and actually inspected by him. 

(3) A copy of every such annual account and statement shall 
bo sent to the Registrar within fourteen days after the annual or other 
general meeting at which it is presented, or within three months after 
the expiration of the otficial ye.n of the Society, whichever period 
expires first. 

(4) For the pui poses of this section the expression “ Official 

year ” bhall mean, in the case of any Society established after the passing 
of this Act, the year ending with the thirty-first day of December, and, 
in the case of any Society established before the passing of this Act, 
the year ending with the time up to which its annual account and 
statement is made at the passing of this Act. * 

Auditors. 

3. Notwithstanding anything in the rules of any Society under 
the Building Societies Acts, one at least of the Auditors of the Society 
shall be a person who publicly carries on the business of an accountant. 

ss 
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Inspection of Boohs. 

4k~(l) The Registrar rnay, if he thinks fit, on the application' 
ten members of a Society under the "Building Societies Acts, each 
of whom has been a mom her of the Society for not loss than twelve months , 
immediately preceding the date of the application, appoint an accountant 
or actuary to inspect the books of the Society, and to report thereon. 

(2) Provided as follows : — 

(a) The applicants shall deposit with the Registrar such sum as 
a security for the costs of the proposed inspection as the 
Registrar may require ; and 

(i&) All expenses of and incidental to Uny such inspection shall 
be defrayed by the applicants, or out of the funds of the Society, 
or by the members or officers, or former members or officers, 
of the Society in such proportions as the Registrar may direct. 

(3) A person appointed under this section shall ha\e power to 
make copies of any books of the Sot iety, and to take extiacts therefrom 
at all reasonable hours, at the registered office of the Society, or at any 
place where the books are kept. 

(4) The Registrar shall communicate the results of any such inspec- 
tion to the applicants and to the Sociely. 

,, Dissolution. 

11. — If a Society under the Building Societies Acts is dissolve in 
manner prescribed by its rules or in pursuance oi the consent of thne- 
fourths of the members, the liquidators, trustees, oi otlici persons ' 
having the conduct of the dissolution shall, within twenty-eight days 
from the termination of the dissolution, bend to the Registiai an 
account and balance sheet signed and certified by them as correct, and % 
showing the assets and liabilities of the Society at the commencement 
of the dissolution, and the mode in which those assets and liabilities 
have been applied and discharged ; and m default of so doing shall 
each be liable to a fine not exceeding five pounds for every day durang 
which the default continues. 

Prohibition of Advances under Second Mortgage. 

IS. — (1) A' Society under the Building Societies Acts shall not 
advance money on the security of any freehold, copyhold, or leasehold 
estate which is subject to a prior mortgage, unless the prior mortgage 
is in favour of the Society making the advance. 

Provided that this section shall not apply to any society in 
Swttyfcod or Ireland, which is at the passing of this Act authorised by 
the make' advances upon second mortgage. 

» (Sf If any advance is made in contravention of this sibtion, the * 
Directors of the Society who authorised the advance shall be jointly 
id Severally liable for any loss, on the advance occasioned to the, 
‘S'iefcv. 
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Limits of Borrowing Power . 

14. — In calculating the amount for the time being secured to a 
Society under the Building Societies Acts, by mortgages from its members 
for the purpose of ascertaining the limits of its power to receive deposits 
or loans at interest, the amount secured on properties the payments in 
respect of which were upwards of twelve months in arrear at the date 
of the Society’s last preceding annual account and statement, and the 
amount secured on properties of which the Society had been twelvf 
months in possession at the date of such account and statement, ahal] 
be disregarded. 

* 

Deposits and Investments. 

16 . — (1) A Society under the Building Societies Acts may— 

(a) Deposit in a Savings Bank any money belonging to the Society, 
provided that the whole amount, exclusive of Governmenl 
stock, credited by the Bank to the Society, does not pxceed 
three hundred pounds at any one time ; and 

( b ) Invest in Government stock through a Savings Bank any 
money of the Society, provided that the whole amount oJ 

• Government stock credited by the Bank to ’the Society, does 

not exceed five hundred pounds stock at any one tilde. 

*** 1 

(2) In this section the expressions “ Savings Bank ” and 
“ Government Stock ” have respectively the same meaning as in the 
Savings Bank Act, 1893. 

17 . The powers of investment under Section twenty -five of the 
Building Societies Act, 1874, shall include pofter to invest in or upon 
any security in which Trustees are for the time being authorised by 
law to invest. 

Illicit Gifts and Commissions . 

’! 

23. No Director, Secretary, Surveyor, Solicitor, or other Officer 
of a Society under the Building Societies Acts shall, in addition to the 
remuneration prescribed or authorised by the rules of the Society, 
receive from any other person any gift, bonus, commission, or benefit, 
for or in connection with any loan made by the Society, and any person 
paying or accepting any such gift, bonus, commission, or benefit shall 
be liable on n um mary conviction to a fine not exceeding fifty pounds, 
odd, in default of payment, to be imprisoned with or without hard 
labour &>? any tim e not exceeding six months, and the person accepting 
‘ fony such gift^jbonus, commission, or benefit, shall, as and wfien directed 
tif whp*& he is convicted, pay over to the S<Mjietythe amouiii 
w ; fttjoh gift, bonus, commission, op; benefit, and defai^b 

yjsf Ishall be .liable to be impHsined witli:or ; without bfttd 

'Mjjr- time not exceeding si? months. 1 ■ ./■' 

S '- "---.v , > ss 2V'. 
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(t), {/)» (h), (tf), (If)- These figures must agree^with those in the last column of Statement No* 

' & <0* This figure must agree with that in the Certificate of the Auditors. 
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Part I. 

Particulars to be set forth m ihe case ol eveiy Mori gage where the* 
Repayments are not upwards of Twelve Months in Ai rears, and 
the Property has not been upwards of Twelve Months in the 
possession of the Society, and where the picwnt Debt exceeds 
£6,000. 
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Part III. 

Particulars to be set forth in the case of every Mortgage when the 
Repayments aie upwards of Twelve Months in Anear, and the 
Property has not been upwaids oi Twolve Months in possession 
Of the Society. 

MUMthi "helhtr ^ Number Amount 

*$* ggfefiff (opvKd. Month. Vnlunuon rnwnt otmr^loo.. 

MyM * >«A* Atom , 

1, Awi r‘’ . I * , . I . 


Total 



649 


A.] • . 

\ FRIENDLY SOCIETIES ACT, 1896 . 

$ 8.— Friendly Societies. 

;a) The Friendly Societies Act, :i896. 

Appointment of Trustees. 

25. — (1) Every registered Society and Branch shall have one or 
more Trustees. 

(4) The same person shall not be a Secretary or Treasurer of a 
registered Society or Branch, and a Trustee of that Society or Branch. 


Audit. 

26. — (1) Every registered Society and Branch shall once at 
least in every year submit its accounts for audit either to one of the 
Public Auditors appointed as in this Act mentioned, or to two or more 
persons appointed as the rules of the Society or Branch provide, 

(2) The Auditors shall have access to all the books and accounts 
of theSociety or Branch, and shall examine the Annual Return mentioned 
in this Act, and verify the Annual Return with the accounts and vouchers 
relating thereto, and shall either sign the Annual Return as found by 
*them to be correct, duly vouched, and in accordance with law, or 
specially report to the Society or Branch in what respects 4hey find it 
jnoorrto'b* unvouched, or not in accordance with law. 


Annual Return. 


27. — (1) Every registered Society and Branch shall, once in every 
year, not later than the thirty -first day of Mhy, send to the Registrar 
a return (in this Act called the Annual Return) of the receipts and ex- 
penditure, funds, and effects of the Society or Branch as audited. 


(2) The Annual Return must — 

. (a) Show separately the expenditure in respect of the several 
objects of the Society or Branch ; and 

(b) Be made out to the thirty-first day of December then last 
inclusively ; and 

(c) State whether the audit has been conducted by a Public 
Auditor appointed as by this Act provided, and by whom, 
and, if by persons other than a Public Auditor, state the name, 

. address, and calling or profession of every such person, and 
the manner in which, and the authority under which, he is 
, appointed. * 


i * (3) The Society or Branch shall, together with the Annual Return, 

any special report of the Auditors. 
case' of a Branch the Annual Return shall beuaent to the 
through an officer appointed ( in that behalf by Vie Society 
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Quinquennial Valuation . 

' 28* — (1) Every registered Society and Branch shall, except as 
in this section provided, once at least in every five years either — 

(a) Cause its assets and liabilities to be valued by a valuer to* be 
appointed by the Society or Branch and send to the Registrar 
a report on the condition of the Society or Branch ; or 

(b) Send to the Registrar a return of the benefits assured and 
contributions receivable from all the members of the Society 
or Branch, and of all its funds and effects, debts and credits, 
accompanied by such evidence in support thereof as the Chief 
Registrar prescribes. 


j Balance Sheet. 

29. Every registered Society and Branch shall keep a copy of 
the last Annual Balance Sheet, and of the last Quinquennial Valuation, 
together with any special report of the Auditors, always hung up in a 
conspicuous place at the registered office of the Society or Branch. 


Public Auditors and Valuers. 

SO. — (1) For the purpose of audits and valuations to be made* 
under this ^ct the Treasury may appoint Public Auditors and Valuers, 
and may determine the rates of remuneration to be paid by*$pcietie& 
and Branches for the services of those Auditors and Valuers ; but the 
employment of those Auditors and Valuers shall not be compulsory. 

, (2) The Treasury may, out of money to bo provided by Parlia* 
ment, pay to the Public Auditors and Valuers such remuneration 
(if any) as the Treasury jnay allow. t 


Subscriptions to Hospitals . 

37. A registered Society or Branch may subscribe out of its funds 
to any hospital, infirmary, charitable or provident institution, any 
.annual or other sum which may be necessary to secure to members 
jpi the Society or Branch and their families the benefits of the hospital; 
infirmary; or other institution, according to its rules. , , 


; : ! '7 Eights of Members, * /\ 

fV Every registered Society and Branch shall sflpply gratuitously 
or P erS0IJ Interested in its fpnds, on his ap^fcatip^>, 

it 'jL."' Wjfc Jlu ^ —A, , i „ ! irv-’j M ...» - J .i - &V&& ’I 


bfthelast 'Annu^^Jtefcurnnf ’the Society 
m Sheet; or 0 therd^bmefi$ flftiy,. 
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,40. A member or person having an interest in the funds of a 
^registered Society or Branch may inspect the books at all reasonable 
hours at the registered office of the Society or Branch, or at any plaoe 
where the books are kept, except that the member or person shall not? 
unless he is an officer of the Society or Branch, or is specially authorised 
by a resolution of the Society or Branch to do so, have the right to 
inspect the loan account of any other member without the written 
consent of that member. * 


Investment oj' Funds. 

, 44. — (1) The Trustees of a registered Society or Branch may, 
with the consent of the commit too or of a majority of the members 
present and entitled to vote in general meeting, invest the funds of 
the Society or Branch, or any part thereof, to any amount in any of the 
following ways : — 

(a) In the Post Office Savings Bank, or in any Savings Bank certified 
under the Trustee Savings Banks Act, 1863 ; or 

(b) In the public funds ; or 

(c) With the National Debt Commissioners as in this Act provided ; 

' or 

4 (d) In the purchase of land, or in the erection or alteration of offices 

or other buildings thereon ; or 

„ (e) Upon any other security expressly directed by tke rules of the 
Society or Branch, not being personal security, except as in • 
this Act authorised with respect to loans, 

(2) The rules of a Society with Branches, and of any Branch 
thereof, may provide for the investment of funds of the Society or of 
that Branch by the Trustees of any Branch, or by the Trustees of the 
Society, and the consent required for any such investment shall be the 
consent of the committee, or of such majority as aforesaid of the Society 
or Branch by whom the funds are invested. 


Loans to Members. 


45. — (I) A registered Society and, subject to the rules of the 
Society* a registered Branch may advance to a member of at least 
one full year’s standing any sum not exceeding one-half of the amount 
of an assurance on his life, on the written security of himself and 
two satisfactory sureties for repayment. 


. t (2) The amount so advanced, with all interest thereon, may be 
deducted from, the sum assured, without prejudice in the meantime 
to the operation of the security. ? : ; ' 

/ , 46* A registered Society may, out of any separate loan fund to 

v te by contributions or deposits of its members, make loans to 

:f^ph^rS'bU their personal security, with or without sureties; ^ 
the. rales, subject to, the following restrictions* 

&W mot at any time be ihade out oimba^ 'buutebUted 
pnjrposes of \ ' # ' ;■ ;l'\ y 



652 


PRACTICAL AUDITING. 


• »» 

I 


(b) a member shall not be capablo of holding any interest in the 
loan fund exceeding two hundred pounds : ' 

(<s) a Society shall not make any loan to a member on personal 
security beyond the amount fixed by tho rules, or make any loan 
which, together with any money owing by a member to the 
Society, exceeds fifty pounds ; 

(d) a Society shall not hold at any one time on deposit from its 
members any money beyond the amount fixed by the rules, 
and the amount so fixed shall not exceed two-thirds of the 
total sums owing to the Society by the members who have 
borrowed from the Loan Fund. 


Holding of Land . 

47.-— (1) A registered Society or Branch may (if tho rules thereof 
provide) hold, purchase, or take on lease m the names of the Trustees 
of the Society or Branch any land, and may sell, exchange, mortgage, 
lease or build upon that land (with power to alter and pull down 
buildings and again rebuild), and a purchaser, assignee, moitgagee, 
or tenant shall not be bound to inquire as to the authority lor any 
sale, exchange, mortgage, or lease by the Trustees, and the receipt 
of the Trustees shall be a discharge for all sums of money arising from 
or in connection with the sale, exchange, mortgage, or lease. 

(2) A Branch of a registered Society need riot for the purposes 
ol this section be separately registered. 

(3) Nothing in this section shall authorise a Benevolent Society 
to hold land exceeding one acre in extent. 


Investments with National Debt Commissioners. 

52. — (1) A registered Society or Branch may pay to the account 
of the National Debt Commissioners at the Bank of England or the 
Bank of Ireland, as the case mav require, any sum of money not less 
than fifty pounds upon a declaration of the Trustees of the Society 
or Branch, or any two of them, that the money belongs exclusively to 
the Society or Branch. 

(5) A Society or Branch so investing money with tho Commissioners 
shall be entitled to a receipt entitling to interest at the following rates : — 

To a Friendly Society or Branch legally established 
before the twenty-eighth of July one thousand 
eight hundred and twenty-eight, which had in- 
vested funds with the Commissioners before the Threepence 
twenty-third of July one thousand eight }per centum 
hundred and fifty-five, a rate of interest in per diem* 
mpyt of any assurance made before the flf- 
teenfx of August one thousand eight hundred 
and fifty of - w 
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a Friendly Society or Branch legally established 
between the twenty-eighth of July one thousand 
eight hundred and twenty-eight and the fif- 
teenth of August one thousand eight hundred 
and fifty, which had invent ed funds with the 
Commissioners before the tw enty-tJnrd of July 
one thousand eight hundred and fifty five, a 
rateot interest m respect of any assurance made 
before the fifteenth of August one thousand 
e gilt hundred and fitly of - - - 




To a Friendly Society or Branch Jog ally established ' 
before the twenty-eighth of June one thousand 
eight hundred and eighty-eight, which had in- 
vested funds with the Commissioners before the 
first day of January one thousand eight hundied 
and ninety-six, a rate oi interest in leRpect of 
any assurance made on or beiotc the said twenty- 
eighth day of June ot - - 


To a Society or Biancli in lespcet of any invest incut 
with the Comm issio nets, other lhan as lieiein- 
belore in this section mentioned, a rate of in- 
terest of - 


Twopence 0 
halfpenny 
per centum 
per diem. 


Twopence 
per centufh 
per diem. 


Two pounds 
fifteen shil- 
lings per 
centum per 
annum. 


(G) A Society or Branch withdraw mg money so 'invested with 
the*Oommissionors shall not be entitled to make any fuithcr deposit 
without their consent. 


Officers to Hauler Accounts . 

55. — (1) Every Ofhcei ol a legist eied Society or Branch having 
icccipt or charge oi money shall, at such ’times as by the rules of the 
Society or Branch he should lender account, or upon demand made, 
or notice in waiting given oi leit at his last or usual place of lesidcnce, 
give m 1ns Account as rnay be icqimed by the Society or Branch, or 
by the Trustees or Committee thereof., to be examined and allowed 
or disallowed by them, and shall, on the like demand or notice, pay 
over all sums of money and ilelivci nil propeity in his hands or custody 
to such person as the Society oi Branch, ot the Committee, or the 
Trustees, appoint. 

(2) In ease of any neglect oi lefusal to deliver the Account, or to 
pay over the sums of money, or to deliver flic pioperty in ipanner 
aforesaid, the Trustees or authorised Officers of the Society or Branch 
may sue upon the bond or security before- mentioned, or may apply 
to the County Court or to a Court of Summary Jurisdiction, and the 
order of either such Court shall be final and conclusive. 

Penalties. 

88* If any person wilfully makes, orders, or allow \ to be made* 
any en^ry, erasure in, or omission from a balance sheet of a registered 
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Society ot Branch, or a return or document required to be ( sqnt, 
produced, or delivered for the purposes of this Act, with intent to falsify* 
the same or to evade any of the provisions of this Act, ho shall be 
table to a fine not exceeding fifty pounds. 


The First Scheduit. 

MATTERS TO BE PROVIDED >OR 14 V THE RULES 01? SOCIETIES 
REGISTERED IJMILR I HIS ACT. 

1. The name and place of oftice oi the Society. 

2. The whole of the objects for which thoSooiety is to bo established 
the pm poses for which the lands tlieieof shall he applicable, the terms 
of admission ot membeis, the conditions undci which any member may 
become entitled to any benefit assmed theieby, and the fines and 
forfeitures to he imposed on any member, and the consequences of 
nonpayment of any subscription or fine. 

3. The inode of holding meetings and right of voting, and the 
manner of making, altenng, or lerfcmding iuIcs. 

4. The appointment and iemoval of a Committee of Management 
(by whatever name), of a Treasurer ami othei Offieeis, and of Trustees, 
and in the case of a Society with Blanches, the composition and upweis 
of the cential body, and the conditions under which a Branch f/iay 
secede from the Society. 

5. The investment of the Funds, the keeping ot the Accounts, 
and the Audit ol the same once a year at least. 

6. Annual Bet urus to the Registrar, of the Receipts, Funds, Effects, 
and Expondituie, aud Numbers of Members, of the Society. 

7. The Inspection ol the Books of flic Society by every person 
having an inteiest m the Funds of the Society. 

8. The rqanncr in which disputes shall bo settled. 

9. Tn case of dividing Societies, a provision for meeting all 
claims upon the Society existing at Ihe time of division before any 
such division takes place. 

*Ahd also in the case of Friendly and Cattle Insurance Societies : — 

10. The keeping separate Accounts of all moneys received ot 
paid oh account of every particular fund or benefit assured for which 
a separate table of contributions payable shall have been adopted, 
and the peeping separate account of the expenses of Management, 

and ot,afl Contributions on account thereof. * 

\ V , 

11. (Except as to Cattle Insurance Societies) a valuation once 

at le&t in exfry five years of the Assets and Liabilities of the Society, 
including the estimated risks and contributions* * 
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(b) Form of Return prescribed under the Friendly Societies 
, ’ Act, 1896. 

ANNUAL RETURN PRESCRIBED BY THE CHIEF REGISTRAR 
, FOR A REGISTERED FRIENDLY SOCIETY. 

Year ending 31t>t December, 19 

[The Society's Balance Sheet cannot he accepted as a substitute for this 

Return.] 

This Return is to be sent to the Registiar hot later than the 31st of May. 

A copy of the Audiioi’s Repoit, if any, should also bo sent. 
Name of Society 

Date of commencement of Society 18 . 

When first Enrolled, Coitified, or Rogisteied 18 . 

/ Residing at 


Names and Addi esses of Trustees 


Residing at 
Residing at 
Residing at 


Name and Address of Tieasmer 
Amount of Security given by him . . 

^Number of Benefit Membcis at the beginning ol the year 
Number <*f Benefit Members admitted dining the yc.n . . 

m 

Together 

Number of Benefit Memboi & ^ ho died dui mg the y< ni . ; 

Number of Benefit Members who lett from othci causes . . j 

Total number of Benefit Members at the eiul ot the } cm 

Of whom 


were under l(i ycais ot Age. 
between lb and 20 yearb oi Age 
„ 20 and 30 „ „ 

„ 50 and 05 „ „ 

over 05 yeais of Ago. The Benefits the 

Members over 65 are entitled to aio 

Average amount of Funds pci member [that is, the total 
Funds on the 31st December, 10 , divided by the 
total number of Benefit Membois] £ 

The Audit for the year has been conducted by Mi. Public 

Auditor [or by , who were appointed Auditors by 

under the authority ol Rule No. ]. 

l^gistered Office of the Society* in *** 

ot 

Date 1® • 

. _ <• *T 

• State full postal address. 



PRACTICAL AUDITING, 


656 


ll*i 


hm I|p 

mil sill 


§1 

p 



I 5 - 3 

a-S^ £ 


• A l* 

mg 

-d Sh 

It! 

•35 S 
§ j>£ 

QS* 

° C M 
c «{■*-» 


hT 3 
d H ^ 

ip 

kPmct 

H- ® 


°2-3 

Hpqg 


£& 

Is 


£ S> ' 
o ® 

z* 

^ja 

JT 

uj os 



A 



»•! 


FRIENDLY SOCIETIES ACT, 1896. 657 



I h»ic n <c i 



llf 

li a a 

sfSl 


? I 

a ► 

2,s 

rtt***- 

r> d. 

£(J| tn 
d d "* 4 

- *“ *H 

■gf J 

o£o 


w> 

fl 


<v 

W 


► 

i 

C /3 


3 , d 


0 g 

ns S 

§ s 

1! 

»S> 

Si 

d © 
* 2 
Jf| 

2 +3 

8 a» 

OQ 9 


* 

■S i* 

§ g 

o o 

o -► 
u 

. p 
^ 06 


O 

s 

•P 

nd 

P 

(M 


P 

SP 

r/ 


© 

3 

« 

p 

a. 


0 

1 
"8 
S3 

OG 


"3 *5 ^ 

S E 1 

■ ll 

odd 
?:| 
■ 2 ^ 
.3* 9 

Ml (S "S 

gl 9 

& S-r 

■ a .' 2 l 

d § P 
© 69 P 

6 ) g S 

1 it 

115 

* ! 

&* 


SP 

ti 


© -p 
11 
IS 3 

«M CL 

0 w 

s ® 

1 s 


QQ 


I 

Q 


1 

1 

•H 

O 

O 

O 

p 

0 

© 

© 

8 


1 

«*» 

1 

pq 

© 

5| 

3 

p 

i 


n d 
◄ 


T 1 


Calling or Profession Calling or Profession 



668 


PRACTICAL AUDITING. 




friendly societies act, 1896. 


: 51 :S :3 : : 

M " g 00 £ 

•g $ s 

| fits ■a’2 
w h :gj2 : 

t '-- <y S £ « 

•a §.§ ■SflS* 

5a 8** -’ass S 


5a s -’asis • & © 

“I jj% gai| § | 

u jj |fl ® Pn 

i £ "| : | a ls •” s 

1.5 s i 

f« Sp 

£ p p i5o | 

Hfi eo <» « ® N c - 


3* : : :| : :s| : | 

iiy^lp | 

ilflili | 

r l 


agsi* 

§- ,n sr 

Igl*! 


iris 


r §1 

0 42 ^ 

1 if 
sis 

O fl 

0 H Cl) 
<D r O 

ri N 

S-g 3 
.2'&.S 

2 ® t3 

fl) * J 

«JSl 
a^f 
••8 § 
£<0 ► 

;§^ 
S > £ 
§-5 „ 
rt § $ 
nd , g 

01 -g & 

A g 5 

G) o 

o Ja 


'21 1 
61* 
13 8 

ill 


ri 

DO 


Tt 2 


If toe Accounts are not audited by a Public Auditor appointed under the Friendly Societies Act, two persons, at least, must be appointed as Auditors. 

It in any respect these Accounts are incorrect, unvouched, or not in accordance with law, the Auditors are not To sign 
as above , but are to make a Special Report to the Society, of which a copy is to be sent to the Registrar with this 
Statement. 



660 


PRACTICAL AUDITING. 


II 6 


(c) The Friendly (Societies Act, 1908. 

» 

Investment of Funds . 

* 

. 4. — In subsection (1) of section 44 of the principal Act (which 
relates to the manner in which the funds of registered Societies and 
Branches may be invested) the following paragraph shall be added 
after paragraph (e) : — 

14 or 

( /) in any investment in which Trustees are for the time being 
by law authorised to m\est tiust funds.” 


(d) The Societies Borrowing Powers Act, i898. 

Borrowing Bowers. 

1. A Society may by rule provide that it may receive deposits 
and borrow money at interest from its member*?, or from other persons, 
and upon the registry of such rule the same shall be valid. 

2. The expression “ Society ” in this Aet means a specially 
authorised Society registoied, or seeking registration, under the Friendly 
Societies Act,. 1890, having for its object the creation of funds to be 
lent out to the members of the Society, or loi then benefit, and‘having 
in its rules provisions 

(a) that no part of its funds shall be divided by way of profit, 
bonus, dividend, or otherwise among its members ; 

(ft) that all money lent to members shall be applied to such purpose 
as the Society or its Committee of Management may approve. 


(e) The Collecting Societies and Industrial Assurance 
Companies Act, 1896. 

Application of Act. 

1. This Act shall apply to every such 

(a) Friendly Society or Brandi, whether registered or unregistered 
(in this Act referred to as a Collecting Society) ; and 

(J) Person or body of persons, whether corporate or un« 

+ incorporate, granting Assurances on any one life for a less 
sum than twenty pounds (in this Act referred to as an Industrial 
Assurance Company), 

* ■ 
as receives ^oontri buttons or premiums by means of collectors a, a 
grefiter distlnce than ten miles from the registered office or principal 
place of business of the Society or Company, and, in the case of an 
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industrial Assurance Company, at loss periodical* intervals than two 

months : 

Provided that nothing in this Act shall, except as oxpressly* 
provided thereby, apply to any assurance with an Industrial Assurance 
Company the premiums in respect ol which are receivable at greater 
periodical intervals than two months. 


Balance Sheets and / Vnnual Returns. 

6. — (1) A copy of every Balance Sheet of a Collecting Society 
shall, during the seven days next preceding the meeting at which 
the Balance Sheet is to be presented, ho kept open by the Society 
for inspection at every office at which the business of the Society is 
carried on, and shall bo delivered or sent by post to every member 
on demand. 

(2) The annual returns required to be sent to the Registrar under 
the Friendly Societies Act, 189(1, shall, in the case of a Collecting Society, 
be certified by some person not au officer of the Society (otherwise 
than an Auditor thereof) carrying on publicly the business of an 
Accountant, and if not so certified shall be deemed not to have been 
• made. 


Dam +.14 I Art 

m 

15. If any person wilfully makes, orders, or allows to be made 
any entry, erasure in, or omission fiorn a contribution or collecting 
book, with intent to falsify that book, or to evade any of the provisions 
of this Act., he shall be liable to a fine not exceeding fifty pounds, re- 
• coverable at the suit ot the Chief or any Assist ani Registrar, or of any 
person aggrieved 
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(f) Form of Annilal Return required under the CoUetthig, 
Societies and Industrial Assurance Companies Act, 
• 189ft. 

ANNUAL RETURN PRESCRIBED BY THE CHIEF REGISTRAR 
FOR A REGISTERED COLLECTING SOCIETY. 


Year ending 3 1st December, 19 . 

This Return is to bo .sent to tho Registrar not later than 31st May 
following. A copy of tho Auditors’ Report, if any, should also 
be sent. 


Name of Society 

Date of commencement ot Society 
When first Enrolled, Certified, or 

Names and addresses of ( 

Trustees . . . . ) 


Registered 
Residing at 
Residing at 
Residing at 


Name and address of . 

Treasurer, and of any ( 
other Officer in re- ■>' 
ceipt or charge of / 
money 

Amount of Security given by him or them 


Residing at 
Residing at 


18 

18 


Number of Benefit Members at the beginning of tho year. . 
Number of Benefit Members admitted during the year . . 


Togo t hoi 

Number of Benefit Members who died during tho year f 
Number of Benefit Members who left from other causes | 


It- tin names ate 
more than oni bo 
comouumtly ni- 
sei led here, thev 
tiiiiv 1 >p added 
(with (hi* amount 
of MHMintytfncn) 
on a Fuparalu 
‘-fleet. | 


£ 


*' 


Total number of Benefit Members at the end of the year . . 

Aveiago amount of Funds per Member [that is, the total **** 

Funds on 31st December, 19 , divided by the total 
number of Benefit Members] . . . . . . . . £ 

Number of Notices of forfeiture during the year. . 

Number of oases of forfeiture of benefit after notice 
Dates of the General Meetings held during the year 
Number of transfers to tho Society of which it lias given 
notice to the Society from which the transfer was sought 
Number of transfers from the Society of which it has 
received notice from the Society by which the 

transfer was sought 

The Audit for tlu* year has been conducted by Mr. , Public 

Auditor [or by who were appointed Auditors by , 

un ier the Authority of Rule No, ]. ( 

Registered Office of Society * in the County 

of 

Date 19 . 


N.B. — The Society \ Balance Sheet cannot be accepted as a ®Ub< 
statute for tiis return, although, if made up to the 31st December, 
the items composing It may, if applicable, be inserted ifk the return. 


* State full postal address. 
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| 9. -^-Industrial and Provident Societies. 

(a) The Industrial and Provident Societies Act, 1893. 

. Audit. 

18. — (1) Every registered Society shall once at least in every 
year submit its accounts for audit either to one of the Public Auditors 
appointed as in this Act mentioned, or to two or more persons appointed 
an the rules of the Society provide. 

(2) The Auditors shall have access to all the books, deeds, 
documents, and accounts of the Society, and shall examine the Balance 
Sheets showing the receipts* and expenditure, funds and effects of the 
Society, and verify the same with the books, deeds, documents, accounts, 
and vouchers relating thereto, and shall either sign the same as found 
by them to be correct, duly vouched, and in accordance with law, 
or specially report to the Society in what respects they find them 
incorrect, unvouched, or not in accordance with law. 

A nnual Returns. 

14. — (1) Every registered Society shall once in every year, not 
' later than the thirty-first day of March, send to the Registrar an annual 
i return of the Receipts and Expenditure, Funds and effects of the 
Society as audited. ^ 

(2>The Annual Return 

(a) shall be signed by the Auditor or Auditors ; and 

(b) shall show separately the expenditure in respect of the several 
objects of the Society ; and 

(c) shall be made out from the date of its registration or last annual 

• return to that of its last published Balance Sheet , provided that 
the last-named date is not more than one month 'before or after 
the thirty-first of December then last , or otherwise to the said 
day of December inclusive; and 

{ d ) shall state whether the audit has been conducted by a Public 
Auditor appointed as by this Act is provided, and by whom, 
and, if by any person^ other than a Public Auditor, shall state 
the name, address, and calling or profession of every such 
person, and the manner in which, and the authority under 
which, he is appointed. 

The Society shall, together with the annual return, send a copy 
of the Report of the Auditors, or, if more than one such Report lias 
been made during the period included in the Return, a copy of each 
' of such Reports. 

15* Every registered Society shall supply gratuitously to every 

♦ member or person interested in the funds Sf^tihe Society, on his 
application, a copy of the last annual return of the Society for the 

being* f 

above must be read in conjunction with tllk Industrial 
, and< Provident Societies Amendment Act, 1918. 
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Balance Sheet. 1 , 

18. Every registered Society shall keep a copy of the last Balance 
•Sheet for the time being, together with the Report of the Auditors, 

always hung up in a conspicuous place at the registered office of the 
Society. 

Conditions of carrying on Banking Business . 

19. — (1) No registered Society which has any withdrawable 
share capital shall carry on the business ot banking. 

(2) E\ery registered Society which carries on the business of 
banking shall on the first Mondays in February and August in each 
year make out and keep conspicuously hung up m its registered office, 
and every other office or place of business belonging to it where the 
business of banking is carried on, a statement in the torm in the Third 
Schedule, oi as near thereto as the circumstances admit. 

(3) The taking deposits ot not more than ten shillings in any one 
payment, nor more than twenty pounds loi any one depositor, payable 
on not less than two clear days’ notice, shall not bo included in the 
business of banking within the meaning ol this Act ; but no Society 
which takes such deposits shall make any payment of withdrawable 
capital while auy claim due on account oi any such deposit is un- 
satisfied. 

9 Holding of Land. 

36. A registered Society may (it its rules do not direct otflerv r ise) 
hold, purchase, or take on lease m its own name any land, and may 
sell, exchange, mortgage, lease, or build upon the same, or giant bonds 
and dispositions on security or other heritable seeunties over the same 
(with power to alter and pull down buildings and again jebuild). 

* « 

Investments . 

38. — (1) A registeied Society may invest any part of its capital 
in or upon any security authorised by its rules, and also, if the rules 
do not direct otherwise- - 

(«) in or upon any security in winch Trustees aie lor the time 
being, authorised b;y law to invest ; and 

(b) in or upon any mortgage, bond, debenture, debenture stock, 
corporation stock, annuity, rentebarge, rent, or other security 
(not being securities payable to bearer) authorised by or under 
t any Act of Parliament passed or to be passed of any Local 
Authority as defined by section thirty-four of the Local Loans 
Act, 1876 ; and 

{«) in* the shares or on the security of any other Society registered 
or deemed to bq registered under this Act, or under the Building 
Societies Acts, or of any Company registered under the * 
Companies Acts or incorporated by Act of Parliament or by 
Chalter, provided that no such investment be made in the 
shares ot any Society or Company other than one with limited 
liability, 
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' . *(2} A Society so investing shall be deemed to be a person within 
the meaning of the Companies Acts, and of the Building Societies Acts. 

(3) Any investments made before the passing of this Act, which 
would have been valid if this Act had then been in force, are hereby 
ratified and confirmed. 

39. A Society (not being one chargeable with income tax in 
pursuance of this Act) may invest its capital and funds, or any part 
thereof to any amount, in any Savings Bank certified under the Trustee 
Savings Banks Act, 1863, or in a Post Office Savings Bank. 


Advances to Members . 

40. The rules of a registered Society may provide for advances 
of money to members on the security of real or personal property, 
or in the case of a Society registered to carry on banking business 
in any manner customary in the conduct of such business. ' 


Penalties . 

65. If any person wilfully makes, orders, or allows to be made 
any entry or erasure in, or omission from, any Balance Sheet of a 
registered Society, or any contribution or collecting book, *r any return 
or d^cmfient required to be sent, produced, or delivered for the purposes 
of this Act, with intent to falsify the same, or to evade any of the 
provisions of this Act, lie shall be liable to a fine not exceeding fifty 
pounds. 


Public Auditors . . 

72. The Treasury may appoint Public Auditors for the purposes 
of this Act, and may determine the rates of remuneration to be paid 
by registered Societies for the services of such Auditors, but the em- 
ployment of such Auditors shall not be compulsory. 


Schedule II. 

Matters to be provided for bt the rules op societies 

* > * 

REGISTERED UNDER THIS ACT. 

‘ _ . * -* 

4. The appointment and removal of a Committee of Management, . 
bjjr whatever name, of Managers or other Officers, and their respective 
•powersand remuneration . ‘ 

: A Jpetwmhtation whether the Society may contrad) loans or 
• subject to. the 'provisions of ’this Act from 
/„.sa thniWAIliers ; and, if so, under what conditions, on wtfht security, 
amount, , .• '•*. 
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8. Provision for the audit of accounts and for the appoihtftiepf 
of Auditors or a Public Auditor. 

9. Determination whether and how members may withdraw 
-from the Society. 

10. Mode of application of profits. 

12. Determination whether, and by what authority, and in what 
manner, any part of the capital may be invested. 


(b) The Industrial and Provident Societies Amendment Act, 
■ 9 * 3 - 


Audit of Account* 

2„ -(1) Kvory registered Souety shall once in every year submit its 
accounts for audit to one or more of the Public Auditors appointed under 
the provisions of the principal Act. 

(2) An Auditor shall not hold any other office in connection with 
the Society. 


* Annual Return. 

% 

3. (1) For paragraph (r) of sub-section (2) of section 14 of the 

principal Act (which relates to the date to which annual returns are to 
be made up) the following paragraph shall be substituted: — 

(c) Shall he made up from the date of its registration or last animal 
return to that of its last published Balance Sheet, unless tlio Iast r 
montioned date is more than four months beforo or more than 
one month after the thirty-first day of December, in which case 
it shall be made up to the said thirty-first day of December 
inclusive; and, 

(2) A registered Society shall, togetlior with the annual return, 
send to the Registrar a copj of the report of the Auditors, and a copy of 
each Balance Sheet made during the period included in the return. 


Triennial Returns of Shareholders. 

4* — A registered Society shall, once at least in every three' years, 
make out and send to the Registrar, together with the annual return for 
the year, a special return, signed by the Auditor or Auditors, showing 
the holding of each person in the Society (whether in shares or loans) 
* at the date to which the said annual return is made out: Provided that, 4 
Where such persons are in the list of members kept by the Society die* 
tinguishedV>y numbers, it shall be sufficient if they are distinguished in 
the special return by such numbers, and in that case it shall not )»e 
necessary to specify their names. 
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(c) Form of Return prescribed under the Industrial and 
• •Provident Societies Act, 1893. 

ANNUAL RETURN PRESCRIBED BY THE CHIEF REGISTRAR 
FOR SOCIETIES CARRYING ON INDUSTRIES AND TRADES 
- UNDER TIIE ABOVE ACT. 

Year ending 31st December, 19 . 

This Return is to be sent to the Registrar on or before the 3 1st of March, 

19 . 

A copy of the Auditors’ Report, if any, is also to be sent. 
Name of Society , Limited. 

Industries carried on by Society (Productive) 

"Trades carried ou by Society* (Distil bull vc) 

Date of establishment 1H . 

When first Registered 18 . 

Name and Address of every Officer in receipt \ 
or charge of money, and amount of C 
Secuiity given by each . . . . ) 

Number of Members at the beginning of the Year 
Number of Members admitted during the Year 

Together 

Number of Members whose membership has ceased during 

the year . . 

• Number of Members at the end of the year 

Do the Joules of the Society allou of Credit being given ? If so, 

*tate the number of the Rule. 

Does the Society give Credit ? If so, to what limit ? 

The Audit for the year has been conducted by Mr. , Public 

Auditor [or by who were appointed Auditors by 

under the aulhouty of Rule No. .] 

^Registered office of Society* in *the County of 

Date 19 . 


PARTICULARS of PRODUCTIVE OPERATIONS Carried on bv 

THE SOCTE1T DURING TIIE YEAR. 

Value of Productions for the year (Cost Price) £ 

Average Number of Workmen employed 
Amount of Wages j>aid (exclusive of Bonus) t 
Bonus to Labour . . . . • • . . £ 

Details of the above Particulars in respect of the various 
Departments of hie Society : — 


DBPAKTMhNT. 


Total ac above 




Amo uit ol 

Romih to 

Value of 

Mmibei of 

Pi odurtione. 

Workmen 

cinplo\od. 

Wapes punt. 

LhIjout. 

£ 

1 

£ 

£ 

“ 


f 



r 8tate full postal address. 


Oust hAAiioNh. 


* , 
* a 
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1 CASH ACCOUNT 


Shire Contributions 
Loans 

Dap >sits and Small Sivings Di 
partmeiit 
Sales of Goods 
Kents 

F«es and Fmr s Lutr im < , Vomin 
itiou Withdrawal 
Buies and Piss or C mtribution I 
Books i 

Interest and Profit son Invest tn mts 
Dm 1 mil on P iriluses 
Educational Pur pises 
Investments— I) posit and Rep i 
merits of Adv uu os on s rrui it v 
of I ro ihold or L asf hold Pi ) 
party 

Other Jnvistm nts lit ih»ed or 
Adviw s rep nd 
Other Iti ct lpts (it in>) ( ) 


1* \YMLNTS 

Share Ciplt il It up ml 
Intf rest on ShauB 
Dividend to Mtmbi rs 

, Non Members 

I nans 

1> posits ind Small Sawngs I)e 
putm ut | 

Inti rest on T >ans and Deposits 
vnd B ink ( urn nt Advautes 
Goods ini luding 0 irn tge | 

I \pens s of M in igunont — I 
Salim s and W igrs 
Unit Kit(» lixts md Insur 
ami 

Othi r I \pt lists 

lor I ini Buildings and lix 
tun s 

I or I rub Purpost s 
1 or < th i PuipiM s 
Adv uk i son S c unlv of I rt i hold 3 
oi I < isi Ik Ids 

Othi r Adv im » h oi ] n\ < stim nts 
J liu iti mil Puip ises 
Subscriptions to (luritiblt and 
othi r Ohjttts 

Othi r Pa> in i its (if anv ) (') — 


lotil iU it lpts 

Salary {if any) 4 te to Bankers at 
end of Year 

Balance of Cash in Hind and it 
Bank at beginning oi Y< ir 


I >tal P laments 

Balance {if anv) d te to Bariktri at 
beginning of 1 ear , 

B ilani < of ( ash in H ind and at I 
B ink it c ud ot Ytar is per I 
Balaan Sheet (UI) i 


(B To b) sp3citi I 


) lo be spu ihc d 


II GENERAL ACCOUNTS — (A) Tkadl oi Yeak, 


IN COMB I 

Value of Stock in Ii id< at bpgm 
nmg of Year 

Purchased during Year, including 
Oaniagc 

(B rroducti e Cxpmses inclined 
in the Industries timed on 
by the Society 

(') Distributive Expenses mount d * 
In the Indus carried on by 
i* the Souet> 

Intel est on Loans Deposits and 
Bank Cuneut Advautes 

Depreciation —Land, Buildings, 
and Fixtures 

Balanoe. Profit on Trade of Year, 
to Account B 


Total * * Jb | 

f k 1 1 


d 

L\PLNI>IIURE 
\ aluo ot Sto< k in Trade at end 
of Yoai 

bales of <io< is durmg Yepr 
Dividend on Purchases 


Balance, Loss on Tzade of Year 
to At count B 


Total . . $ 
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Dr. 


balance of Loss brought forward 
from last Year 

Loss on Trade of Year, from Ac* 
count A 
Bid Debts 

Expenses not chargeable to 7 rndt 
(specify them) 


Balance disposable to Account c 
Iota! i 


B. — Proitt and Loss 

£ I 8 d 


Cr 


l - 


! BiUuce of Pioflt brought forward 
from lttbt Year 

Prollt on irado of Yeni, from 
A< ( ount A 

lilt ort st and A*r >tits on Invusl 
me ntw 

Pnw and linos Lntrime No 
mi nation Withdiaual 

Otlur Cicdits (it my), spoeU\ 
t hi m 

Uliana at Loss, uh per Account 

, HI 


Total 


Intc re si on Shan s 
Dividends on Pure hast a — 

To Me mbf rt> 

, Non Members 
Bonus to Lmployf s 
Doiutions and Subscriptions 
Ldue ntional Purpose h 
Rokcivc Pund 
Other Applications 
Profit carru el to next Y < ir is p i 
A ccount III 

1 ot il £ 


C. — Applkaiion or Pro* i i 

£ h d 


Bilince Dmposible trom Ac c< unt 
1 


d. 


local 


III -Rai4NM Siuei o* Funds and Eiikts 


Due to Shan h Uh rs 
Due to Deposit us md oth<r 
( reditors 

# £ s el 

I mug 

De posits and Sm ill S i\ 
mgs Dep nt me ut 
B mk Advane e s 
Cash due to lie mure i 
Tradt Debts 
Other T iabilitic s (') - 


Profits appre pn ited but 
not ye fcpud, included 
m Account C 


iotal 

Reserve Fund 
Profit c uried to next 
Year, as pei Account 
C 


Total 

Total Liabilities 


'I i 


P) To bo specified 


V due of stock in I rule (as in 
Aaouut A ) 

Building lixturcs, and ^iml 
used in Irmle 

investments and other, £ a el 
\shi ts 

In JUul lings i lxtures, 
and 1 md 

On I re c h ild or I e asc- 
ii Id Si curity 
Oil 1 oms or Deposits 
In Shin h ot Induatual 
and Prov idt nt So 
cn tie r * 

In othe r Shires ( ) — 

Otlu r luve slim ids ( ) 

Oth r sicuiitiiti or 
Ass< ts ( ) — 

Amount (if my) owing 
b> Members at end 
of Ye ir 
f ish in B mk 

Hand ( ) 


iota) 

Loss e irne d to next Yeir 
Aceoimt B 


I 


is per 


£ I 


lotal Assets 

( ) State the in Rt parately , . 

( ) st ite in whose hands I I 

Signature of TreHHuroi Signaiun »l Se army R*e hiding at 

Tbe undersigned having had at ce sr to ill the B ok k and Aeeouutnot the Sooietj, an 1 
having examined the foregoing Gronetal Statement und vi titled the same with the Accounts 
and Vouchers relating iheioto, now sign the Rami as tin nil lo be coriect, dul> vouched, and in 
accordance with law ^ . 

Signature of 1st Auditor Signature oi 2nd Auditor 

Tor of Public Auditorl 

Address Additsu 

• Coiling or Profession < ailing oi Profe ssion 

Ppte^ 10 

If the Accounts arc not audited by a Public Auditor, appointed under the Industrial und 
Provident Societies Act two persons, at least, must be appointed as Auditors 
II in any respect these Aoeounts are incorroct, tmvouehed, or not in accordance *vlth law* 
Auditors a r$ not to $On at above, but are to make a Special Import to the 
Society, of which a copy is to be sent to the Registrar with this Statement* 
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§ 10. — Conditions under which Public Auditors 
hold their Appointments, and "Scale of 
« Fees. 

Appointments and Scale of Fees. 

1. Public Auditors are appointed to act in England and Wales* 
Scotland or Ireland. They will not, however, be ranked as public" 
servants, and will have no salaries, nor any claim to pension or gratuity. 
Nor are they to assume the title of “ Government Auditors ” or any 
similar one ; but are simply to describe themselves as “ Public Auditors 
under the Friendly Societies Act, 1896, and the Industrial and Provident 
Societies Act, 1893,” Public Auditors are not permitted to make any 
use of the Royal Arms. 

2. The Public Auditor is bound to accept for audit (except as 
hereinafter mentioned) the account of any Society within that portion 
of the United Kingdom for which he is appointed, registered either 
under the Friendly Societies Act, or the Industrial and Provident 
Societies Act, which applies to him (the term “ Society ” to include 
a branch of a Society), for the fees hereinafter mentioned, the Society 
complying with the terms of these instructions. But no Public Auditor 
can audit the accounts, balance sheet, or annual return of any Society 
of which he is accountant, or any account, balance sheet, or annual 
return which ( Jie has himself prepared. 

* 

3. A Society desirous of submitting its accounts to a Public 
Auditor must forward all the necessary materials to his office or place 
of residence, in order to save travelling expenses or loss of time. It 
will be the duty of the Auditor, when applied to, to impress this upon 
the Society. He is not bound to leave his office for the purpose of the 
audit. 

4 . The Society must, at the same time, forward to the Auditor 
the annual return, or general statement of the receipts and expenditure, 
funds and effects of the Society, made up in the form for the time being 
required under the Friendly Societies Act, 1896, or the Industrial 

and Provident Societies Act, 1893, as the case may be. 

«■ ^ 

5 . The Auditor is to verify the annual return with the accounts 
and vouchers relating thereto, and either to sign the* same as found 
by him to be correct, duly vouched, and in accordance with law, or 
specially to report to the Society in what respects he finds it incorrect, 
unvOuohed, or not in accordance with law, 

6. Tie work of the*Auditor will be strictly confined to auditing, 
but he has under the Acts a right of access to all the books and accounts, 
of the 'ScNfiity. , In the event of his discovering errors in the annual 

, return,"^ accounts, or vouchers submitted to him* they 

are to be r^ii^ed {at the cost of the Society) for correction, unie#i 
tte Auditor be requested by the Society to correct the inaccuracies, 
tyhich case he is entitled to claim an additional fee, 
betweenhi& and the Society. ,, ^ 
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The Auditor shall, in all cases, make a Report to the Society 
ilpon the accounts and other documents submitted to him, and, iu 
case he has called for explanations or information from the Directors, 
or Committee of Management, he shall state whether such explanations 
or information have been given, and whether they have been satisfactory. 

8. For auditing the accounts of Friendly Societies and specially 
authorised Societies granting Friendly Society benefits, the scale of 
payments shall be : — 

£ s. d. 

For Societies consisting of not more than 100 members . . 1 I O' 

For Societies with over 100 members but not exceeding 
500 members, in respect of each 100 members or 
part thereof .. .. . . .. .. ..110 

For Societies consisting of over 500 members, in respect 

of the first 500 members . . . . . , ..550 

With an additional 10s. Cd. in respect of each additional 
100 members or part thereof, no fee, however, to 
exceed £52 10s., unless by special arrangement. „ 

For auditing the accounts of all other Societies registered under 
the Friendly Societies Acts, viz., ('attic Insurance Societies, Benevolent 
Societies, Working Men’s Clubs, specially authorised Societies (except 
such as grant Friendly Society benefits), the scale of payment shall 
be : — • 

» £ s. d. 

For Societies whose total gross receipts do not exceed 

£2,000 per annum . . . . . . . . .,110 

For Societies whose total gross receipts exceed £2,000, but 
do not exceed £10,000 per annum, in respect of each 
£2,000 or fraction thereof . . ... . . ..110 

Where the gross receipts exceed £10,000 per annum, the 
fee to be fixed by private arrangement. 


04 For auditing the accounts of Industrial and Provident Societies, 
the scale of payment shall be : — 


£ s. d. 


For Societies whose total sales do not exceed £2,000 per 

annum .. .. .. .. .. ..110 

For Societies whose total sales exceed £2,000, but do not 
exceed £10,000 per annum, in respect of each £2,000 
or fraction thereof .. .. .* .. ..110 

l^or Societies whose total sales exceed £10,000, but do not * 
exceed £25,000 per annum, in respeet of the first 

£10,000 ..5 5 0 

With an additional 10s. fid. in respect of each additional 
£2,Q0O, or fraction thereof. 

* , .. Where the sales exceed £25,000 per annum, the fee to be 
I ' filed by special arrangement. / 

‘‘sales” in the case of Societies for the buying and 
,to include instalments in repayment of advances. 

i-i ■' ' ■ ' s vc 
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The scales of fees apply only in case.* where the Society is located 
within the district assigned to the Auditor employed. If a Society 
* employs an Auditor appointed for any other district, special terms 
may be arranged. The Auditor may accept audits on terms lower 
than those of the above scale. 

10. Auditors shall hold their appointments from year to year, 
beginning on the Hist day of January in each year. The Treasury 
reserves to itself entire discretion as to re-appointing them. 

11. They shall send in half-yearly to the Chief Registrar of Friendly 
Societies, a list containing the names of the Societies audited by them 
during the previous half-year, and the fees received fiom each Society, 
distinguishing Societies uuder (he Friendly Societies Act from Societies 
under the Industrial and Provident Societies Acts. Neglect to do this 
will be held to disqualify for re appointment. 

12. The scales of fees above laid down will only i email] in force 
from year to year. At the end of any year they may he confirmed 
or altered in such manner as the Treasury may direct. 

13. Auditors are requested to make themselves acquainted with 
the provisions of the Friendly Societies Act, 1890, and ol the Industrial 
and Provident Societies Act, 1893, which affect the exercise of their 
functions. Their attention is particularly directed to Sections 20, 
27, 84 and 88 of the Friendly Societies Act, 1890, and to Sections 13, 
14, 62 and 63 of the Industiial and Provident Societies Act, l<893. 

14. Apart from the above a i fa ngem cut, (he Auditors of the 
Local Government hoard an* authorised to exercise, subject to the 
•sanction of that Hoard pieviouslv obtained, the functions of Public 
Auditors in their respective districts, but are not bound to accept any 
accounts for audit. 

15. The Tieasury reserves to itself the right ol appointing 
additional Auditors if required. 

16. The appointment of Public Auditor does not qualify the 
holder for undertaking valuation business, and it must not be used 
for obtaining such work. 

A Public Auditor, not being also a Public Valuer, who desires 
to valti* Societies under the Fiiendly Societies Acts, must be either 
an Associate or Fellow of the Institute of Actuaries in England, or a 
Fellow of the Faculty of Actuaries in Scotland ; and if a Public Auditor 
is found, after the issue of the present conditions, to have valued any 
such Society without being so qualified, he will be struck off ttye list " 
of Public Auditors. 

A Public Auditor qualified binder these conditions to value Societies 
under t|*e Friendly Societies Acts, must in eveffcjr ease strictly conform 
to j)Mtlinotions Nos. 5-13, both inclusive, of tiie instructions issued 
by to Public Valuers appointed under the Act, and in 

, melon g Alttatiowfi for Societies shall not describe himself otherwise 
than as Associate or Fellow of the Institute of Actuaries, or as Fellow , 
df the Faculty o( Actuaries, as the case may be. 
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# -4 Public Auditor who lias been found to liavo solicited business, 
whether in the shape of audits or valuations, by offciing commission 
or any other peeuniaiy inducement, either to officers or members oJ 
Societies, or to other persons, will be sti tick off the list oi Public Auditors. 

Note. -No valuation oi the assets and liabilities oi a Society oi 
Branch shall be deemed to be a valuation under the Vet when the poison 
by whom the same is made (whetliei a Public Auditor qualified in 
accordance with condition 10, <>i anv other person) has audited the 
accounts of the Society or Blanch foi the year ne\t picecding the date 
at which the Society is valued. 


§11. — Trustee Savings Banks. 

(a) The Trustee Savings Banks Act, 1863. 

Provision s to he tontaiiud in Bales. 

6. No Saving* Bank, subject to the ptov iso luueinafiei contained 
w T ith respect to the Biancli Offices or LotaJ Rec<i\ci? ot any Saving* 
Bank, shall have the benefit of tins Act, unless m the Pules and "Regu- 
lations for the management fbeieof it shall be expiessjy piovided - 

(1) That no peison oi poisons, being Tieasurer, Tiust^c, oi Manager 
, of such Savings Bank, oi having any eonfiol in the manage- 

• merit theieoi, shall dome anv benefit hum any deposit made 
in shell Savings Bank, save onl> and except such salaries and 
allowances or other necessaiy expenses as shall according to 
such rules and regulations be piovided lor the charges oi 
managing such Saxmgs Bank, and for icniuneiation to Officers 
employed in the management tliei eof, exclusiv e of the Treasuier 
or Treasurers, Trustee or Tiusteos, Manager or Manageis, 
or other persons having duection in the management of such 
Savings Bank, who shall not duectly oi mdiiectly have any 
salary, allowance, profit, or benefit whatsoever therefrom 
beyond their actual expenses [oi the purposes of such Savings 
Bank. 

(2) That not less than two poisons, being either Trustees Managers, 
or paid Officers appointed for that specific puipose, and where 
two only, except in the case of Savings Banks which are open 
for more than six Jiours in every week, one such person to 
be a Trustee or Manager, be piesent on all occasions of public 
business, and bo parties to every transaction of deposit and 
repayment, so as to form at least a double check on every such 

* transaction with Depositors. 

, (3) That the Depositors pass book shall be compaied with the 

ledger on every transaction of repayment, and ,on its first 
production at the Bank after each twentieth day November. 

(&) That every Depositor in a Savings Bank established under 
this Act shall once at least in every year cause his deposit 

ot a 
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book to be produced at the Office oC the said Savings, B,ank 
lor the purpose of being examined. * 

(5) Tli at no monoy be received Irom or paid to Depositors except 
at the Office or Branch Officos where the business of the Savings 
Bank is carried on under the authority of the Board of Managers 
and during the usual hours for public business, 

((>) That a Public Accountant or one or more Auditors be appointed 
by the Trustees and Managers, but not out of their own body, 
to exginiue the books of the Bank, and to report in writing 
to the Board or Committee of Management the result of such 
Audit, not less than once in every half year; also to examine 
an extracted list of the Depositors’ balances made up every 
year to the twentieth day of November , and to certify as to 
the correct amount of the liabilities and assets oi the Bank : 

(7) That a book containing such extracted list of every Depositor’s 
balance, omitting the name, but giving the distinetive number 
and separate amount of each, and showing the aggregate 
number and amount of the whole, checked and certified by 
such Public Accountant or Auditors, be open at any time 
during the hours ol public business foi the inspection of every 
Depositoi as respects liis own account, to examine his own 
deposit book therewith, and the geneial results of the same: 

(S) That the Tiudees and Managers, or Committee of Manage- 
ment, shall hold meetings once at least in every half-year, 
and shall keep minutes of tlieir proceedings in a separate book 
provided lor that purpose: 

(9) Provided that wheie Savings Banks are established with 
agents or local receivers elsewhere than at tlic Head Office, * 
the rules shall provide for the due receipt of and accounting 
for all moneys by eucli agents or local reeeiveis on account 
oi such Savings Banks respectively, and also for the presence 
of a second party in every transaction when money is paid 
or received, and al«o for the periodical examination of the 
Depositors’ books with the ledger once at the least in every year. 


Weekly ltd unis. 

7* The Trustees and Managers of every Savings Bank shall trans- 
mit weekly returns to the Commissioners for the Reduction of the 
National Debt, in such form and giving such particulars as the said 
Commissioners may diiect, showing the amounts of the week’s trans- 
actions of such Savings Bank, and the amount of the cash balances 
remaining in the hands of the Treasurer, or any other person on account 
of Such Savings Bank, * 

\ Investments, 

* 15. T^e several sums of money belonging to any Savings Bank t ; 
which the Trustees of such Savings Bank respectively are authorised 
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to invest under this AH or under any rules or regulations of any such 
Savings Banks shall, except as hereinafter is excepted, be paid into 
and invested in the Bank of England or the Bank of Ireland as the 
case may require, in the names oi the Commissioners for the Reduction 1 
of the National Debt, accoidiug to the piovisiou* of this AH enabling 
such Trustees to make investments in the names ot the said Com- 
missioners, and no such sum or sum* shall be paid or laid out by tbo 
Trustees of sueli Savings Bank in any othei manner or upon any oilier 
security whatever, except as aforesaid, and except sueli sums of money 
as from time to time shall necessarily remain in the hands of the Trea- 
surer or Treasure] s ol sueli Savings Bank to answer the exigencies 
thereof: Provided always, that nothing lieiein contained shall restiain 
or prevent any Depositor, 01 any Trustee or Trustees acting on behalf 
of any Depositor or Depositors oi any Friendly Society, or any 
Charitable or Provident Institution or Society, or Penny Savings 
Bank, from withdrawing Ironi uuj such Savings Bank any sum or 
sums of money which shall have been deposited by such Depositor, 
Friendly Society, Chant able or Piovident Institution or Society, or 
Penny Savings Bank, and investing the sniic in any other securities: 
Provided always, that the Tiustocs ol any Savings Bank already 
established, or which shall take tlie benefit ol this Act in manner here- 
inbefore provided, shall be and they aie hereby empowered to pay 
into the Bank of England oi Ireland (a- tlie ease may be) any sum 
or sums ol money, not being less than iiffcy pouuds, to the account 
of the Commissioners for the Reduction ol the National Debt, upon 
the •declaration of the Trustees of such tta\ ings Bank, or any two or 
more of them, that such moneys belong exclusively to the Savings 
Bank for which sueli payment is intended to be made, whether such 
moneys shall have been deposited tlieiein before the passing of this 
Act or thereafter shall bo deposited theiein. 

• 16. Nothing in this Act contained *hall extend to prevent the 

Trustees of any Savings Bank alieadv established or to be established 
receiving any sum or sums ot money irom any Depositor for any purpose 
except to be paid into the Bank to the account of the Commissioners 
for Reduction of the National Debt, and it shall be lawful for such 
Trustees to apply any such sum or sinus ol money in any other manner 
for the benefit of the several Deposit ois according to tlie rules and 
regulations of such Savings Banks respectively, anything in the said 
hereby repealed Acts or in this Act contained to the contrary not- 
withstanding. 

17. In cases where any Savings Banks have been or shall be 
established in any town or place, and other smaller Banks have been 
or shall be established in the neighbourhood of such town or place 
m Branch Banks thereof, and such Branch Banks by their Treasurers 
have paid or shall pay any sums into the Bank in any such town nr 

• place as a Central Bank, it shall and may be lawful for the said Trustees 
of any such Central Bank, or any two of them, to pay into the Bank 
of J England or Ireland in manner prescribed by this Act, Along with 
the moneys belonging to such Central Bank, any sum or sunjs of money 
belonging to and on account of any such Branch Bank : Provided 
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always, that Dio Treasurer of such Branch Banks shall certify* ip the 
Treasurer of snob Central Bank that the amount contributed by any* 
one Depositor in any such Branch Bank in auv one year does not exceed 
Mic limit of deposits ant housed by this Act. 


Interest due to tfitrinqs Hanks. 

22. All inteLost which shall become due and payable upon any 
sum ol money mentioned m any such receipt upon the twentieth day 
of -Y ovembtr and the twentieth* day of .1 lay in e\ery year next after 
the date ol any such leceipt shall lie fiom time to time calculated 
and computed by the OUieet of the said Commissioners, and shall in 
each and evoiv yeai be placed to the ciedit ol the Savings Bank on 
whose account any such sum of money was paid within six weeks 
front such twentieth day ot Y orember and twentieth day of May 
respectively, and shall be cairiod to and wutteu on the account of such 
Savings Bank, and shall become principal, and shall Iroin thenceforth 
carry interest as principal money paid into the said Bank of Enqland 
oi Ireland , as the case may be, on the account ol such Savings Bank ; 
and a receipt according to such lonn as the said Dommissioneis shall 
approve shall be signed by the Othcers ol tin* said Commissioners, 
aud shall be issuable by the said Ollicer half-yearly within sixty days 
Jrom and alter such twentieth day ol S Member and twentieth day 
of May respectively (and such receipts shall bear date the twenty - 
tirst day of November and twenty-first day ol May respectively) for 
the amount ol such inteiesl so credited and made principal as aforesaid 
as ii the amount thereof had been a payment made by the Trustees 
of such Savings Bank to the account of the said Dommissionois : 
Provided always, that no interest shall be computed or calculated on 
any fractional part ol a pound oi the halt yeaily balance standing 
in the books ol the said •(hmimis^ioiicis on account of any Savings, 
Bank on any twentieth day of Xorember or twentieth day ol May 
respectively . 

/ u fetes t diu to l )e post tots. 

23. It shall be lawful toi the Trustees and Managers ol any such 
Savings Bunk, if they jdiall so think fit, to direct that all interest which 
shall be payable to the Depositors in such Savings Bank shall yearly, 
oi twice in each and every year, be calculated and computed by the 
Trustees of such Sa\ ings Bank, or such person or persons as they 
shall appoint, and shall be carried to the credit of such Depositors 
rcMpecti voly , and shall become piincipal, and shall from thenceforth 
entry interest in all respects as other principal money deposited in 
the said Banks, or as if the said sum of interest so credited to the 
said Depositors respectively had actually been paid to the said 
Depositors and by them repaid to the said Trustees and Managers, 
any law', Statute, or usage to the contrary notwithstanding : Provided 
always, that from and after the twentieth day of Nov&mber one thousand 
eight hundred and sixty-three the interest payable to Depositors by 
th<? Trustees and Managers of any Savings Banks shall not exceed the 
rate of three pounds and tenpeuee per centum per annum. 
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39. It shall not bo lawful for the Trustees of any Ravings Rank 
to receive from any one present or future Depositor, within any one, 
year ending on the twentieth day ot November (whether any sum 01 
sums of money luid been pie\iously withdrawn or not), any sum 01 
sums exceeding in the whole thirty pounds, exclusive of compound 
interest : Provided always that, except in the cases horeinaftei 
provided, whenever tiie sum or suin'* standing in the name of any 
Depositor shall amount in the whole It* two bundled pounds, piincipal 
and interest included, theuccioith no mteiest shall he payable on any 
such deposit so long as it shall continue to amount tv> the said ruin 
of two hundred pounds 

Appointment of Auditor# in Ireland . 

51. The Tnidep's of each Sa\mg> Rank in Ireland sh 11, as soon 
as conveniently may he alter the pacing of this Act, and from time 
*to time in case ol a vacancy, appoint an Auditor or Audilois to audit 
the accounts ol the said Savings Rank, as well as to examine ami 
inspect the hooks of the seveial Depositors, and the said Tiusteos 
shall immediately attei such appointment transmit the signature, 
name, and addicts of the said Auditoi or Auditors to the (Commissioners 
for th* Reduction of the National Debt ; and the Tnistecs of every 
sueli Kaungs Bank in Ireland shall cause the Animal and other State- 
incuts requiml to he transmitted undci this \ct to he eeitifiod and 
vert fled by the Auditor or Auditors appointed by the said Tiustees, 
in addition to the attestation by Tiustees and Managers, as also lequired 
by this Act, and shall also cause a ceitificate fiom the said Auditoi 
or Auditois, as to the lesult ol his oi their examination of such of, the 
Depositing books as may have been pioduced to him or tliem for 
examination lo be ti.ansmitted with the id Annual Statement to 
the said ( ‘oinmissioners : Piovided always, that it shall be lawful 
for the Trustees of any such Savings Rank in Ireland to agree with 
the Tiustees ol any oilier such Saving'* Rank or Banks in Ireland as 
to the appointment of a common Auditoi or Auditors, and the Auditor 
or Auditois so appointed for all the said Banks shall be deemed and 
taken, as soon as the signal me, name, and address shall have been 
transmitted by each such Bank to the said Commissioners, to lie the 
Auditor or Auditors of each such Bank. 

53. The rules of every Savings Bank in Ireland shall specify a 
number of days, not less than two in every year, ending on the twentieth 
of November , in which, the book of each Depositor shall be produced 
at the office of the said Savings Bank lor the purpose of being inspected, 
examined, and verified with the books of the Savings Bank by the 
Auditor or Auditors. 

Annual titatemenle, 

55, For the more effectual ascertaining from time to time the 
actual and progressive state of the several Savings Batiks enrolled 
under the provisions of this Act, the Trustees and Managers of every 
eu?h Savings Bank shall annually cause a general Statement of the 
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funds of such 'savings Bank invented in the B ink ol Enqland oi Jhe 
Bank of lveland m the names ol tin C omiuiHstoneis foi file ftoeluoiior* 
of tlio National lkbl to be piepuri d lip to the twentieth day ot 2 *oumb<r 
in oaeh >011 showing the bilinu 01 pninipil sum due to all the 
Depositor eolketnely m siuli savings Bank, and a M dement ol tlih 
expenses inniiKd and stilnig in whose lnnds sue h balance shall then 
bo 1 cumin mg ind even s ueh Vnnual Statement shall be ittested 
by two Manage is oi two Husties 01 by one Minimi md one Trustee, 
ot such Smugs Bank and eve.iv sikIi Vnnual Mate mint shall be 
oountojhigr c d b\ the Secitlaiv 01 Vehiu\ ol nidi Smm,s Bank, 
and all nub Vnnual state mints hall be 1 * insmiftcd to the oflue 
of the slid rommirsionos J01 tin Reduction ot the National Debt 
in London 01 Dublin (is the < im in iv be) within lime weeks altei 
the twe nlielh diy oi Vonmba in < uh yai 

59 Tin l unties ind Miuumn of eun ueli S tv mgs Bank 
shall < him a eliipheate ol every sue h Vnnual S 1 atcme.nl aeeoinpanied 
by a list ol tli< ruistres and M in meis of such institution I01 the time 
being, attested uid (ountei signed as aioicsaid (<» b< public h affixed 
and exhibited m some e ouspie nous pait ot the oflue. e>i plaec wheie 
the elepeimts ol smh Savings Bank aie usuilly leeciveei, foi the* in 
formation oi ill puties making deposits the inn md even such 
duplicate shall I10111 time to time it mam so ilh\ed and exhibited 
until (he ensuing Vinmd statement shall 111 like m ume 1 be aline el 
and exhibit* el as aloiemd md even Depositoi sb ill be entitled 
to ifctive Jiom the said saunas Bank a punted eopy ol Midi tVnmial 
Statement on pavmenl oi one pennv 

( nl mat uni of Inti 14 d 

62 I 01 the put post of lendeun^ 1 1 m Veeounts ol tin seveial 
Savings Banks m Gnat I nlant niel Inlt ml umloiui and conesponde nt 
With the \ecoimts ot the ( umnii sioncis lor the Reduetiem ol the 
National Debt the mloiesf pi> ible 1 o the Depositoi^. in suih Savings 
Banks m (heal Jintain and Inland sh dl horn anei altei the twentieth 
day oi A oirmbn, one thoiismd eu>lit Imndied md M\t\ (lnec be 
computed hall yeailv to the twentieth dax ot 1 lay and the twentieth 
day ot Xoianbo, 01 yeailv to the twentieth day oi A oinnlur m each 
yeai, as the ease* may be and to no ofliei peuocD 


(b) The Savings Banks Vet, 1H91. 

fn^pution ( onnnittu 

2 -(l) Theie shall be established an Inspection Committee 
ol TiuHtee Savings Bank<* 

3 —(1) The Inspection l oninntree may appoint pciMms to inspect 
the books and accounts of Trustee Havings Banks, and to examine 
and ascertain and repent to the Oouumttoe from time to time, wath 
respect to e^ach Bank, wheihei the Bank has complied with the 
requirements ot the Acts and rules relating to the Bank as to the 
Mount y to*be taken from officer is, the Accounts ot the Bank, and 



-V-B.] 

SAVINGS BANKS ACT, 1891. ()Xl 

• 

the conduct oi it a business, and whether nuy portion of the expendi- 
ture is excessive or unnecessary : and every Trustee Savings Rank shall 
give all due facilities for enabling any such inspection or examination 
to be made. ' 

(4) The Trustees of eveiy Trustee Savings Hank shall, on the 
requisition of the Committee, supply the Committee with a copy of 
the pass book in use in the Hank, of the Annual (feneial Statement, 
of the Accounts of the Hank, and of the rules of the Hank, and of any 
amendments thereof. 

(5) If in the opinion oi the Committee the iules of any such Hank 
arc insufficient for the purpose oi maintaining an efficient audit, the 
Hank shall with all convenient speed make such additional rules as 
may, in the opinion of the Committee, be icquired for the purpose 

(0) If tbe Hank do not, within a time specified by tin* Committee 
irom the date oi being required to make any such rules, comply with 
the requirement, the Committee mav make such rules, and shall submit 
the rules so made to the KegMinr oi Fiieudly Societies, to be certified 
by him ; and, when so ceitified, they ^liall be binding on the Trustees. 


Annual Stale went. 

8. The Annual Statement leijiiiied by Section Jifiy-fivo of the 
Trustee Saungs Hanks Act, I Sell, to he made by the Trustees and 
Managers of eveiy Trustee Sa\ ings Hank shall be in sgch Lonn« and 
contain? or be accompanied by, Mich particulars as the National Debt 
Commissioners direct. A siniilai Statement shall be sent to the 
Inspection Committee each year at the same time. 

SjHvwl / nre'ilnit iiIk. 

10. The power oi a Tiustee Sa vines Hank to make invest meats 
{heieinafter referred to as special imestments) m puiMiuneo of Section 
Mvteen of the Trustee Savings Hanks Act, I Still, shall be subject to 
the following lestrictions, namely : 

(a) An imestment shall not be made alter the commencement 
of this Act on behalf oi any person unless he is at the time of 
making the investment a Depositor m the Hank to the extent 
of not less than titty ponnds : Provided that nothing in 
this subsection shall pi event the continuance of special in- 
vestments in behalf of any person who is before the passing 
of this Act a Depositor under Section sixteen oi the Trustee 
Savings Hanks Act, 1803 ; 

(b) The total amount to be invested after the commencement 
of this Act on behalf of any 011 c Depositor shall not exceed 
five hundred pounds in the aggregate ; 

(c) The money received for investment after the commencement 
of this Act shall not be invested in any manner not for the 
time being authorised hy law in the case of imminent by 
Trustees, and shall not be invested on mortgage of land or 
any interest in land ; 
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(tf) The Accounts ot the Bank shall he kept so as to distinguish 
between the meipts and expenditiue on account of special 
investments and the leeeipts and expendxtuic on account 
1 of the gcucial business of the Bank , 

(e) The assets of the Bank m respect oi oidmaiy deposits sha'll 
not be chaigea/ble with any pait ot the expenditure on 
account ot special investments, and shall not be liable for 
any loss ok dcfuicncv m iospcct ot special investments, 

ty) The Annual Statement lequned b\ Section fifty five of the 
Titishc Savings Banks Act, JSbb shall contain, ox be 
accompanied bv, such paiticulais with respect to the special 
investments of the Bank as the National Debt Oommissioneis 
(liicct , 

(/*) The Uule* ot tlu Bank shall provide to the satisfaction ot 
the Inspection ('oiiumttcc foi tlu audit examination and 
publication ot the investment accounts, leu the safe custody 
ot the sec unties held by the Bank cm account of special in 
vestments and the secuntv to be given by Olhoeis ot the 
Bank m ic sped of the amount icccived on such account 

(i) The powej to make special investments shall not bo cxeicised 
bv anv Bank unless the Bank has cxeuiscd the power beioie 
tin in '-t (In ot June, one thousand eight hundred and 
ninety one 

i 

limit s oj Ihjiosit tui d InUu^t 

11. Win ic is it is not law lul for the Tnistccs of a Savings Bank 
oi tor the Dost mast ci (rcneial to receive horn anv Deposited anv 
sum which shall in ike the sum to which such Dcpositoi shall be 
entitled exceed the sum oi one hundied and fitD pounds m the whole, 4 
exclusive ot mteic >t, but the sum standing m the name ot any Deposited 
may be men used bv ae< umuJation oi interest to anv sum not exceeding 
two bundled pounds m the whole and difficulties have ansen in the 
due apportionment between puncipal and inteies! standing to the 
ciedit ot Depositois in e\cc*ss ol one bundled and hltv pounds, be it 
therefore enacted as follows 

(1)A Savings Bank shall not lecuve au\ deposit which makes 
tne sum standing m the name ot anj Deposit oi m the Bank 
excised two hundied pounds 

(15> So much ot any enactment as piohitnts the receipt fiom any 
Deposit oi of any sum ot money which makes the sum to which 
he is entitled exceed the sum of one hundied and fifty pounds 
* in the whole, exclusive of interest, is hereby repealed. 

(3) Interest shall be aIlov|ed in lull on the sum standing in the 
name Oi a Depositor in a Having* Bank so long as it does not % 
exceed two hnndied pounds* but whenevei the sum standing 
in%he name oi any Depositor Tti any Savings Bank exceed* 
that amount, interest shall not be allowed on any sum i n 
excess ol two hundied pounds 
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rUBLIC TRUSTEE ACT, 1906. 

( (^J Notwuthsranding any restriction on tin* amount to be de- 
posited in any one year, a Depositor in a Havings Bank may, 
not more than once in any Ravings Bank year, deposit money 
to replace money previously withdrawn in, one entiio sum 1 
during that year. For the purposes of this piovisiou the 
f expression “Savings Bank year” means, with reference 
to Trustee Savings Bank% tin* year ending the twentieth 
day of November, and with icfeimee to the Post Office Savings 
Banks, the year ending the thirty tiist day oi December. 


§ 12. -Executors and Trustees. 

(a) The Public Trustee Act, 1906. 

Establishment of Pnbhc 7 1 astir. 

1. -(1) Theie shall be established the office of Public Trustee. 

(2) The Public Tiustee shall hi' a corporation sole under that 
name, w itli perpetual succession and an oilicial seal, and may sue and be 
sued undei the above name like an.i oilier corpoialiou sole, but any 
instillments scaled by him shall not, by leason of his using a seal, be 
^ rendeied liable to a higliei stamp <lnt> than if he were an individual. 

Powers and Jhiias of Public Trustee. 

2. -(1) Subject to and m accoidjnco with tlie provisions ot this 
Act and rules made tliejemidei. the Public Tiustee may, il lie thinks 
fit — 

(a) act in the admmistiation of estates of small value; 

(b) act as custodian Trustee 1 ; 

(c) act as an ordinaiv Tiumic . 

(d) be appointed to be a judicial Tiustee ; 

(e) be appointed to be the administiator oi the pioperty of a 

convict under the Forfeiture Act, 1870. , 

(2) Subject to the prousiom of this Act, and to the iules made 
thereunder, the Public Trustee may act citliex alone or jointly with 
any person or body oi poisons 111 any capacity to which he may bo 
appointed in pursuance di this Act. and shall have all tlie same powers, 
duties, aud liabilities, and be entitled to the same lights and immunities, 
and he subject to the control and outers of the Court, as a private 
Trustee acting in the same capacity. 

(3) The Public Trustee may decline, either absolutely or* except 
on the prescribed conditions, to accept any trust, but he shall not 
decline to accept any trust on the grounds only of the small value of 

# the trust property. 

(4) The Public Trustee siiall not accept any trust whfch involves 
the management or carrying on of any business, except in the cases in 
which he mays be authorised to do so by rules made undSr this Act, 
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nor any trust under a deed of aiiangement ioi the benefit ot creditor, 
nor the administration of auy estate known or believed by him to bf 
insolvent. 

(5) The Public Tiubtee shall not accept any tinst exclusively 
fox religious oi charitable purposes and nothing in this Act contained, 
01 in the rules to be made under the powers ot this Act, eoitained 
shall abridge 01 affect the pov\exs 01 duties oi the Official Tinst ee of 
chanty lands oi Official TnHee* ot cliautahle lands. 


1? ('uhtodian Ituslu 

4 -(1) hubjeit to tales uudei this Vet. the Public Tiusfcee may, 
ai he coiibeiits to act as such, and vrlioihu oi not the mimbei of tiustees 
has been i educed below the ouamal numbu, be appointed to be 
custodian trust* e oi anv tiust - 

to) by oidei oi the Point made on the applu ation oi any poison 
on whose application tl e Point may. oido thq appointment 
ot a new finite* , or 

(k) bv the testatoi, settlor, oi otliei creator oi tun Oust, oi 

f<) by the prison haying powoi to appoint new tiustees. 

(2) Whtie the Public Trust* e is appointed to be custodian tru^tfe 
ot auy tiust 

(«) Tlie H.ust piopeitv sliall bo tiansteiud to the custodian tiust* e 
as it he yyeio sole tiusto*, and ioi that pm pose yesting oifUis 
may, where necessan, be mad'* uudei the Tiustce Act, 1803: 

< b ) The management oi tlx tinst piopeity and the <\oieise oi any 
powei oi disci etion eveiciseabb by the tiustees uudei the 
tiust shall it mam vested in the ti ubtees other than tlx* eustodian 
trustee fwhuh ti listers are heiernaftei retailed to as the, 
managing tiustees) : * 

</*) \s between the oust >dian tiuslec <md the managing tiust* es, 
and subject and without prejudice to the lights oi an,v other 
persons, the eustodian tmstee shall have the custody oi all 
securities and documents oi title i elating to the tiust piopeity, 
blit the managing tiustees shall liaye hee access tlieieto and 
be entitled to tak* copies tlieieoi oi extracts tlieretrom: 

(d) The eustodian trustee shall concur m and peiloim all acts 
necessary to enable the managing tiustees to exeicise then 
powei a of management oi any othei power or discretion vested 
m them (including the powei to pay money or secunties mto 
Court), unless the matter in which ho is requested to concur 
* is a breach of trust, oi involves a personal liability upon him 
m respect of calls or otherwise, but, unless he so concurs, the 
custodian trustee shall not be liable for any act or default 
on the part of the managing trustees or any of them ; 

{e) Al> sums payable to or out of the income or capital of the 
trust property shall be paid to or by the custodian trustee : 
Provided that the custodian trustee may allow the dividends 



A.J 

PUBLIC TRUSTEE ACT, 1906. 685 

* * and other income derived from the trust property to be paid 
* to the managing trustees or to such person as they direct, 
or into such bank to the credit of such person as they may 
direct, and in such case shall be exonerated from seeing to 
the application thereof, and shall not be answerable for any 
i loss or misapplication thereof. 

(3) The provisions of this section shall apply in like manner 
as to the Public Trustee to any banking or insurance company or other 
body corporate entitled by rules made under this Act to act as custodian 
trustee, with power for such company or body corporate to charge 
and retain or pay out of the trust property fees not exceeding the fees 
chargeable by the Public Trustee as custodian trustee. 


Ah an Ordinary Trustee. 

5. — (1) The Public Trustee may by that name, or any other 
sufficient description, be appointed to be trustee of any will or settle- 
ment or othcr^nstrumcnt creating a trust, or to perform any trust or 
duty belonging to a class which he is authorised by the rules made under 
this Act to accept, and may be so appointed whether the will or settle- 
ment or instrument ci eating the trust or duty was made or came into 
operation before or after the passing of this Act, and cither as an original 
or as a new trustee, or as an additional trustee, in the same cases, and in 
the same manner, and by the same persons or Court, as # if lie were a 
private trustee, with this addition, that, though the trustees originally 
appointed were two or more, the Public Trustee may be appointed 
sole trustee. 

Mode of Action of Public Trustee. 

11 — (2) The Public Trustee may, sitbject to the rules made under 
•this Act, employ for the purposes of any trust such solicitors, bankers, 
accountants, aftid brokers, or other persons as he may consider neces- 
sary, and in determining the persons to be so employed in relation 
to, any trust the Public Trustee shall have regard to the interests of 
the trust, but subject to this shall, whenever practicable, take into 
consideration the wishes of the creator of the trust and of the other 
trustees (if any), and of the beneficiaries, either expressed or as implied 
by the practice of the creator of the trust, or in the previous manage- 
ment of the trust. 

(5) The. entry of the Public Trustee fyy that name in the books 
of a company shall not constitute notice of a trust, and a company 
shall not be entitled to object to enter the name of the Public Trustee 
on its books by reason only that the Public Trustee is a corporation, 
and, in dealings with property, the fact that the person or one of the 
persons dealt with is the Public Trustee shall not of itself constitute 
notice of a trust. 

» 

. j Investigation and Audit of Trust Accounts. 

" , ls,4-(i^’.-8ubject to rules under this Act, and unless tiie Court 

otherwise orders, the condition and accounts of any trust shall, on an 
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application being mado an<l notice thereof given in the prescribed 
manner by any trustee or beneficiary, be investigated and audited 
by such solicitor or public accountant as may bo agreed on by the 
applicant and the trustee*, or, in default of agreement, by the Public 
Trustee or some person appointed by him. 

Provided that (except with the leave of the Court) sWh an 
investigation or audit *hal] not be required within twelve months 
after any such pievious investigation or audit, and that a trustee 
or beneficiary shall not be appointed under this section to make an 
investigation or audit. 

(2) The person making the investigation or audit (hereinafter 
called the auditor) shall have a light oi access to the books, accounts, 
and vouchers of the trustees, and to any securities and documents ol title 
held by them on account of the tiust, and may require from them such 
information and explanation as may be necessary for the performance 
of his duties, and upon the completion of the investigation and audit 
shall forward to the applicant and to every tiustee a copy ot the 
accounts, together with a loport thereon, and a certificate signed by 
him to the effect that the accounts exhibit a true view of the state of 
the affairs of the trust, and that he has had the securities of the trust 
fund investments produced to and verified by him, or (as the ca^e may 
be) that such accounts are deficient in such lospccts as may be specified 
in such certiorate. 

(3) Every beneficiary under the trust shall, subject *to rules 
under this Art, be entitled at all reasonable times to inspect and take 
copies of the accounts, report, and certificate, and, at his own expense, 
to be furnished with copies theieof or extracts therefrom. 

(4) The auditor may be removed by order of the Court, and, 
if any auditor is removed, or resigns, or dies, or becomes bankrupt* 
or incapable oi acting before the investigation and audit is completed, 
a new’ auditor may be appointed in his place in like maimer as the 
original auditor. 

(5) The i enumeration of the auditor and the other expenses 
of the investigation and audit shall be such as may be prescribed by 
rules under this Act, and shall, unless the Public Trustee otherwise 
directs, be borne by the estate ; and, in the event of the Public 
Trustee so directing, he may order that such expenses be home by 
the applicant or by the trustees personally, or partly by them and 
partly by the applicant. 

(6) If any person having the custody of any documents to which 

the auditor has a right of access under this section fails or refuses to 
allow him to have access thereto, or in anywise obstructs the 
investigation or audit, the' auditor may apply to the Court, and there- 
upon the Court shall make such order as it thinks just. 1 

m (7) S&bject to rules of Court, applications under or fou the purposes 
of this section to the High Court shall be made to a Judge of the 
Chancery Division in Chambers* » 
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t • W 11‘ any person in any {statement of accounts, report, or certificate 
required tor the purposes oi this section -wilfully make** a statement 
false in any material particular, he shall be liable on conviction on t 
ipdictmcnt to imprisonment tor a term not exceeding two years, and 
on summary conviction to imprisonment tor a term not exceeding 
six months, with or without hard labour, and in either ease to a line 
in lien of or in addition to such impusonment. 


(b) The Public Trustee Rules, 19 12 . 

Investigation and \iuht of Tmst Accounts. 

31. Any application under section 13 (1) ot the A<t shall b<> made 
to tho Public Trustee, and notice thereof dial! (unless the Public Trustee 
otherwise directs) bo gneu by the ap])hcant to every other person being 
a trustee or beneficiary under the trust. 

32. -<l) Upon receiving any such application the Public Trustee 
■may in his absolute discretion by notice to the applicant require that 

before a day to be specified in the notice such security (by deposit of a 
sum of money) as he sliall deem sufficient shall he given to him by r tho 
applicant for tho payment ot any expenses of the investigation and audit 
which may be ordered by the Public Tmstee to be paid by the applicant 
personally 

(2) Where any such requirement is made no further proceedings 
shall be taken upon the application until the security lias been given, 
and if the same is not given before the day specified in the notice the 
application shall lie disallowed unless under special circumstances the 
Public Trustee thinks fit to extend the time Jor giving the security or to 
dispense therewith. 

(3) Any qim so deposited shall lie kept by the Public Trustee on 

deposit iu his name and to a sepoiute account at a Bank until all proceed- 
ings in connection with the investigation and audit have been concluded, 
and thereupon tho deposited sum and the interest (if any) allowed 
thereon by tho Bank shall be applied 111 or towards payment of any 
expenses of the investigation and audit which may be so ordered to be 
paid by the applicant personally and the balance (if any) shall bo paid to 
the applicant. * 

33. The Public Trustee may in his absolute discretion upon the 
application of any trustee or beneficiary direct that the investigation and 
audit shall extend only to a specified period of time or 10 a specified 
pari of the trust property or shall be otherwise restricted. 

34. If within one month from the date of the application under 

section 13 (1) of the Act no Solicitor or public accountant shall have been 
appointed by the applicant and the trustees to conduct the investigation 
and audit, f thefa shall bo deemed to be a default of agreement within 
the meaning of the said section 13 (1) and the applicant may apply to 
the Public Trustee accordingly. , t 

85* The remuneration of the auditor and the other f expenses of 
the investigation and audit shall be such as may be determined by the 
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Public Trustee. Provided that the Public Trustee may refer tha qpsts 
of any Solicitor (being part of such expenses) for taxation to a Taxing 
Master of the Supreme Court, and in such case the amount of the said 
* costs when taxed shall be included in such expenses. 

38 . — (1) Where any investigation or audit has been made, copies 
of the report and certificate of the auditor under section 13 (2)^ of the 
Aot and such copies of accounts and other documents as the Public 
Trustee may require shall be forwarded to him by the auditor, and shall 
be considered by the Public Trustee before giving any direction or 
making any order under section 13 (5) of the Act. 

(2) The expense of making and forwarding any such copies as afore- 
said and the fee of the Public Trustee (within the limits prescribed by 
or in pursuance of any ordor relating to the fees of the Public Trustee 
for the time being in force) shall for the purpose of section 13 (5) of 
the Act be part of the expenses of the investigation and audit. 

37 . — ( 1 ) Before making anv order under section 13 (5) of the Act 
the Public Trustee shall, if any of the parties interested so desire, hear 
the said parties in such manner as lie shall think fit. 

(2) Any such order shall specify the person by or to whom any sum 
is to be paid and the amount of such sum Provided that such an order 
may direct payment of the taxed costs of any solicitor employed in 
connection with the investigation and audit, and such costs shall be 
taxed by a Taxing Master of the Supreme Court, and the amount of such 
costs when taxed shall lie paid as if such amount bad been specified in 
the Order. 

(3) Any such Order may be enforced in \he same manner as a 
judgment or order of the Court to the same effect. 

i 

45 . The Public Trustee Rules, 1907, are hereby rescinded. 

t , 1 

(c) The Judicial Trustees Act, 1896. 

* Appointment 0 / Judicial Trustee . 

i. — (1) Where application is made to the Court by or on behalf 
of the person creating or intending to create a trust, or by or on behalf 
k of a trustee or beneficiary, the Court may, in its discretion, appoint a 
: person (in this Act called a judicial trustee) to be a trustee ' of that 
trust, either jointly with any other person or as sole trustee, and, 
if sufficient cause is shown, in place of all or any existing trustees. 

(4) The Court may, either on request or without request, give 
tp a judicial trustee any general or special directions in regard to the 
trust pr the administration thereof. 

(ifl!) ^hm^.may he paid to a judicial trustee out of the trust 
propei^ii^ remuneration, not exceeding the prescribe^ limits, as 
the in each case, subject -to any ^es; under ihie * 

Act'j*eSjedtm® ; the application of such remuneration where tte Judlp&L^ 
^tejstee; fe: ; 'p f: h|0icial v of ’the, Qfrpfc the remunerp^ 1 

judi^d trustee 'Shall,. «iye tody , 

i^herwise-orde^''Cover ail, hiiwPMfc 



JUDICIAL TRUSTEES RULES* 1897. 


689 


B-B-] 


* 46) Once in evety year the accounts of every trust, of which 
V judicial trustee has been appointed, shall be audited, and a report 
thereon made to the Court by the piescubed persons, and, m any case^ 
where the Court shall so dnect, uu inquiry into the administration 
iy a judicial trustee of any trust, ox into any dealing or transaction 
of a judicial trustee, shall bo made in the prescribed manner 


(d) The Judicial Trustees Rules, 1897. 

Guarantee Premium* 

9.— 9) Any piemium payable by a judicial trustee to any 
guarantee company on account of its security may, if the Court s# 
directs, be paid out of the trust pioperty 

Banking Account 

10* — (1) When a judicial tiustee is appointed, a sepaiate account 
for receipts and payments on behalf oi the trust must be kept m the 
names of the trustees at some bank appiovod by the Court 

(2) All title deeds and all certificates and other documents which 
aie evidence of the title of the tiustee to any of tho trust pioperty 
shall be deposited either with that bank 01 in such olhei custody as 
the Couit directs 

111 A judicial tiustee must pay all money coining mto his hands 
on" account of his tiust without delay to the trust account at the 
bank, and if he keeps any such money in lus hands for a longer time 
than the Court cotisideis necessaiy, shall bo liable to pay interest 
upon it at such rate not exc edmg five pei centum as the Court may 
fix for the time duung uhith the money lemains 111 lus hands 

AaounU and Audit 

14, — (l) The Court shall gi\e directions to a judicial trustee 
as to the date to which the accounts of the tiust are to be made |up 
in each year, and shall fix m each y< ai the time after the date within 
which the accounts are to be deh\ eicd to it for audit 

(2) The accounts shall in ordmaiy cases be audited by the officer 
of the Court, but the Court, if it considers that the accounts are likely 
to involve questions of difficulty, may icfef them to a professional 
accountant for report, and order ihe payment to him of such amount 
m respect of his report as the Court may fix 

15. — (1) The accounts of any tiust of which tjtere is a judicial 
trustee, with a note of any corrections made upon the audit, shall 
be filed as the Court directs 

(&) The judicial trustee shall send a copy off the accounts, or, 
if the Court think* fit, of a summary of the accounts, of the trust to 
mdk bWficisries or other persons as the Court thinks proper* 

(It) The Court ^ thinks fit, having regard to the nature of 

relation^ of the applicant to the trust, allow any person applying 
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to inspect the filed accounts so to inspect them on giving reasonable 
notice to the officer of the Court ( 

* 16. A judicial trubteo shall, unless the Court otherwise directs, 
be allowed on the audit of his accounts deductions made on account 
of his renmneiation and allowances under these iules, and also on 
account of the fees paid by him under these rules, but shall nbt be 
allowed any deduction on account of the expenses of professional 
assistance, oi hib own work or personal outlay, unless the deduction 
has been auihonse d by the Coui t m pursuance oi the Act, oi the Court 
is satisfied that the deduction is justified by the stuct necessity of the 
case 

Remun< ration of Trustee 

17. — (1) Wheie a judicial trustee is to be lomuneratod, the 
remuneration to be paid to him shall be fixed by the Oouit, and may 
be aiteied by the Couit fiom time to time 

(2) In fixing the remunoiati >n, logard shall be had to the duties 
entailed upon tlic judicial tiustee by the tiubt 

(3) The Couit may make, it it thinks fit, special allowances to 
judicial trustees foi the following mattois, to be paid out of the trust 
pioperty — 

(a) For the statement of tiust piopeity piepared by a judicial 

tiusteg on Ins appointment, an allowance not exceeding ton 
guineas , t 

(b) Foi icalising and reinvest mg tiust property, where the piopeity 
is realised foi the puipose of if investment, an allowance not 
exceeding one and half pei centum on the amount lealised and 
reinvested , 

(c) For realising or investing tiust jiropeity m any other case, 
an allowance not exceeding one pei centum on the amount 
icalised or invested 

(4) The Court may also m any >oai make a speual allowance 
to a judicial tiustee, if satisfied that in that year more trouble has 
been thiown upon the trustee by reason of exceptional circumstances 
than would ordmaiily be involved in the administration of the trust, 

(5) Where a liusteo is lemuneiated, any allowance under this 
rulo may be paid in addition to his remunexation ; 

(6) Any rcmunciution or allowance payable to a judicial trustee 
shall be paid or allowed to him at such times and m such maimer 
as the Court dnects 

% 

(e) The Apportionment Act, 1870. 

> Income ApporUomUe< 

% From an& after the passing of this Act All rents* annuities, 
dividends, und other periodical payments in the nature of iheb#a 
(whether reserved or made payable under an instrument tut wtftyog 
m otherwise) shall, like interest on money lent, be oonsider^us 
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fxprg. day to day, and shall be apportionable m xespeet of time atcoid- 
• mgly 

InUrprctation of Terms 

5. In the construction of this Act — 


j The word “rents” includes lent service, lentchaige, and 
rent seek, and also tithes and all periodical payments 
or renderings m lieu of oi m the nature of lent or tithe 

The word “annuities” incliyltb salaries and pensions 

The word “ diMdends * includes (besides dividends stuctly 
so called) all payments made by the name of dividend, 
bonus, oi othonvise out of the levenue of trading or othei 
public compamc s divisible between all oi any of the members 
of such lespectne companies, whethei such payments 
shall be usually mule oi declared at any fixed times or 
otherwise, and all such drwsible levenue shall for the 
purposes of this Act be deemed to have acciued by equal 
duly increment dumig and within the period for or m 
inspect of which the payment of the same revenue shall be 
declared or expressed to bo inade\ but the said woid 
“ dividend ” docs not include payments in the nature of 
a return or reimbursement of capital 


• Cases uheie Act dots not apply 

6. Nothing m this \ct contained shill lender appoitionahle any 
annual sums made pay able in pohe ies oi assurance of any description 

7. The provisions of this Act shall not extend to any case in 
which it is oi shall be expiessjy stipulited that no apportionment 
shall take place 


(f) The Intestates Estates Act, 1890 . 

Estate not (Acceding £500 

1. The ical and personal estates oi every man who shall dre 
intestate after the fust day oi September, one thousand eight hundred 
and ninety, leaving a widow but no issue shall, m all cases where 
the net value of such real and peisonal estates shall not exceed five 
h un dred pounds, belong to his widow absolutely and exclusively 


Estate exceeding £500. 

2* Where the net value of the real and personal estates in the 
preceding section mentioned shall exceed the sum of five hundred 
pounds, the widow of such intestate shall be entitled to five hundred 
pounds, part thereof absolutely and exclusively, and shall have a 
dms upon the whole of such real and personal estates Jbt such five 
tunsd smnI pounds* with interest thereon from the date of the death of 
per mtum per um.ua xmtd paymeAt. 

xx 2 
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Sow Charge to be borne . „ t 

4 8* As between the real and personal representatives of snob 

intestate, such charge shall be borne and paid in proportion to the 
values of the real and personal estates respectively, f 

4* The provision for the widow intended to be made by this 
Act shall be m addition and without prejudice to her interest and 
share in the residue of the, real and personal estates of such intestate 
remaining after payment of the sum of five hundred pounds, in the 
same way as if such residue had been the whole of such intestate’s 
real and peisonal estates and this Act had not been passed. 

Valuation of Realty 

5, The net value of such leal estates as aforesaid shall foi the 
purposes of this Act be estimated in the case of a fee simple upon the 
basis of twenty years* purchase of the annual value by the year at the 
date of the death of the mte fate as deteimmed by law for the 
purposes of property tax, less the gross amount of any mortgage 
or other pimcipal sum charged theioon, and less the value 
of any annuity or other periodical payment chargeable thereon, to 
be valued according to the tables and lules m the schedule annexed 
to the Statute sixteenth and seventeenth Victona, chapter fifty-one, 
and in the case of an estate for a life or lives accoidmg to the said tables 
and rules. , f 

Valuation of Personalty 

6, The net value of such peisonal estate as atoiesaid shall be 
ascertained by deducting from the gross value thereof all debts, funeral 
and testamentary expenses of the intestate, and all other lawful liabilities 
and charges to which the said personal estate shall be subject 

Extent of Act . 

8, This Act shall not extend to Scotland. 


Of) The Trustee Act, 1893. 

Authorised Investments . 

1* A trustee may, unless expressly foibidden by the instrument 
(if any) creating the trust, invest apy tiust lunds in his hands, whether 
at the time in a state of investment or not, m manner following that 
is to say s 

(ft) In any of the Parliamentary Stocks or Public Funds or Govern- 
ment securities of the United Kingdom : 

(6) Oft rM W heritable securities ^n Great Britain* or Ireland 1 

(e) In the Stock of the Bank of England or the Bank o|[ Ireland i 

Jd) In fndia Three and a half per cent* Stock end India Tbr* 
per cent. Stock, or in any other capital stock which Jftdy Nil aft) 
tim6 hereafter be issued by the Secretary at State £ft tyWm 
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* o f India under the authority of Act of Parliament, and charged 
on the revenues of India ; 

( e ) In any securities the interest of which is for the time being 
guaranteed by Parliament : 

(/) In Consolidated Stock created by the Metropolitan Board of 

' Works, or by the London County Council, or in Debenture 
stock created by the Receiver for the Metropolitan Police 
District : 

( g ) In the Debenture or Rent charge, or Guaranteed or Preference 
stock of any Railway Company in Great Britain or Ireland 
incorporated by special Act oi Parliament, and having during 
each of the ten years last past before the date of investment 
paid a dividend at the rate of not less than three per centum 
per annum on its ordinary stock : 

(h) In the stock of any railway or canal company in Gieat 
Biitain or Ireland whose undertaking is leased in perpetuity 
or for a term of not less than two hundred years at a fixed 
rental to any such railway company as is mentioned in sub- 
section {g), either alone or jointly with any other railway 
company : 

(i) In the debenture stock of any railway company in India 
the interest on which is paid or guaranteed by the Secretary 

^ of State m Council of India: • 

• ( j) In the “ B ” annuities of the Pastern Bengal, the East Indian, 4 
and the Scindo Punjanb and Delhi Railways, and any like 
annuities which may at any time hereafter be created on the 
purchase of any other lailway by the Secretary of State 
in Council of India, and tchaigcd on the revenues of India, 
and which may be authoi iscd by Act of Parliament to be 
accepted by trustees in lieu oi any stork held by them in the 
purchased railway ; also in deferred annuities comprised 
in the Register of Holdeis oi Annuity Class I>, and annuities 
comprised in the Register oi Annuitants Class C,, of the East 
Indian Railway Company : 

(h) In tlie stock of any railway company in India upon which 
a fixed or minimum dividend m sterling is paid or guaranteed 
by the Secretary of State in Council of India, or upon the capital 

* of which the inteiest is so guaranteed : „ 

(I) In the debenture or guaranteed or preference stock of any 
company in Great Britain or Ireland, established for the supply 
Of water for profit, and incorporated by special Act of Parlia- 
ment or by Royal Charter, and having during each of the ten 
yearn last past before the date of investment paid a dividend of 
not less than five pounds per centum on its ordinary stock. 

(til) In nominal or inscribed stock, issued or to be issued by the 
dorpcrAtion of any municipal borough having, fcoording to 
* the wttt tfhs of the last census prior to the date of investment, 

V # ^ Jfofflilktyft eiewaing fifty thousand, or by ’any county 
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council, under the authority of any Act of Parliament; or 
Provisional Order : * 

[n) In nominal or inscribed stock, issued or to be issued by any 
Commissioners incorporated by Act of Parliament for the, 
purpose of supplying water, and having a compulsory power 
of levying rates over an area having, according to the returns 
of the last census prior to the date of investment, a population 
exceeding fifty thousand, provided that each of the ten yeafrs 
last past befoie tho date of investment the rates levied by such 
Commissioners shall not have exceeded eighty per centum 
of the amount authorised by law to be levied : 

(o) In any of the stocks, iunds, or securities for the time being 
authorised for the investment of cash under the control or 
subjoct to the order of the High Court ; 

and may also from time to time vary any such investment. 


Purchase at a Premium of Redeemable Stocks. 

2. — (1) A Trustee may under tho powers of this Act invest in any 
of the securities mentioned or refen ed to m Section ono of this 
Act, notwithstanding that the same may be redeemable, and that the 
price exceeds tjio redemption value. 

(2) Provided that a Trustee may not under the powers of this 
Act purchase at a puce exceeding its redemption valuo any stock 
mentioned or referred to in Subsections (g), (t), (A ), (l), and (m) of Section 
one, which is liable to bo redeemed withm fifteen years of tho date of 
purchase at par or at some other fixqyd rate, or purchase any such stock 
as is mentioned or ieiened to m the Subsections afoiesaid, which is 
liable to be redeemed at par or at some other fixed rate, at a price ex- 
ceeding fifteen per centum above par or such othei fixed rate. 

(3) A Trustee may retain until redemption any redeemable stock, 
fund, or security which may have been puichased in accordance 
with the powers oi this Act. 


Discretion of Trustees. 

3. Every power conferred by the pi ©coding sections shall be 
exercised according to the discretion of tho Trustee, but subject to any 
consent required by the instrument, if any, creating the trust with 
lespect to the investment of the trust funds. 


Application of Preceding Sections, 

4. The preceding sections shall apply as well to trusts created 
before as to mists created after the passing of this Act, and the pofm 
thereby conferred shell be in addition to the powers conferred M 
instrument, ft any, creating the trust, 4 
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Enlargement of Empress Powers of Investment . 

5. — (1) A Trustee having power to invest in real securities, unless 
expressly forbidden by the instrument creating the trust, may invest 
and shall be deemed to have always had power to invest — 

(а) On moitgage of piopeity held foi an uuexpired term of not 

* less than two hundred years, and not subject to a reservation 

of rent greater than a slullmg a yeir, oi to any right of re 
demption, or to any condition for re entry, except tor non 
, payment of rent , and 

(б) On any charge, or upon moitgage of any charge, made under 
the Impiovament of Land let, 1864 

(2) A Tiustee having powci to invest m the mortgages or bonds 
of any railway company ot of any other descnption ot company may, 
unless the conti aiv is oxpiessed in the instrument authommg the 
investment, invest m the dcbintuic stock of a railway company or 
such other company as aforesaid 

(3) A Trustee having powei to invest money in the debentures 
oi debenture stock of any railw ly 01 oth< i comp<iny may, unless tbe 
contiary is expressed m the mstiument authoiismg the investment, 
invest m any nominal dobontmeb oi nominal dobontuie stock issued 
under the Local Loans Act, lS7 r > 

(4) A Trustee having power to mvist money m secuiitios in the 
Isle oi; Man, oi m secuiitus oi the Government ot i# Colony, may, 
unless tlie eontiaiy is expicsstd in the mstiument authorising the 
investment, invest m any secunties of tlio Government of the Isle of 
Man, under the Isle of Man Loans Aet, 18S0 

(5) A Truster having a gonei.il powoi to invest tiust moneys 
in or upon the seeunty ot share s, slot k moi tgages, bonds oi debentures 

» of companies meoiporated by oi acting utidoi the authority of an Act of 
Parliament may invest in, oi upon the set unty of, moitgage 
debentures duly issued under and m accordance with the piovisions. 
ot the Moitgage Debentuie ^ct, 1865 

6. A Tiustee having power to invest in the purchase of land 
oi on moitgage of land m<ty invest m the purchase, or on moitgage of 
a^y land, notwithstanding the same is charged with a lent under tbe 
powers of the Public Money Dxamage Vets, 1846 to 1850, or the Landed 
Property Impiovement (Ii eland) Act, 1847, or by an absolute ordei 
made under the Improvement ot Land Act, 1864, unless tlio toxins 
of the trust expressly provide that tlio land to be put chased or taken 
m mortgage shall not be subject to any such prior chaige. 

Trustee not to hold Certificates to Bearer. 

7*— (1) A Tmstee, unless authonsed by the terms of his trust, 
shall not apply for or hold any ceitihcato to bearer issued under the 
authority of any of the iollowing Acts (that is to say) - 

(to) The India Stock Certificate Act, 1863 , 

(Hi The National Debt Act, 1870 , 
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(o) The Local Loan* Act, 1875 ; 

(<f) The Colonial Stock Act, 1877. 

Loans and Investments not Chargeable as Breaches of Trust . 

8 . — (1) A Trustee lending money on the security of any property 
on which he can lawfully lend shall not be cliaigeable 'with bxeach of 
•trust by reason only of the proportion borne by the amount of the loan 
to the value of the piopeity at the time when the loan was made* 
provided that it appears to the Couit that in making the loan th# 
Trustee was acting upon a icport as to the value of the property made 
by a peison whom he reasonably believed to be an able piactical surveyor 
or valuei instructed and employed independently of any owner of the 
pioperty, whether such suive^or oi valuer carried on business m the 
locality where the propeity is situate or elsewhere, and that the amount 
of the loan does not exceed two equal thud paits of thp value of the 
propeity as stated m the lepoit and that the loan was made under 
the advice of the survey oi oi valuei expressed m the leport 

(2) A Trustee lending money on tho feccuuty of any leasehold 
property shall not be«chaigeable with bicach of tiust only upon the 
ground that m making sucli loan he dispensed either wholly or paitly 
with the pioduction or investigation of the lessors title 

, (3) A Tiustee shall not be cliaigeable with bieaeli of tiust only 

upon the groutid that m effecting the pui chase of oi in lending % money 
upon the frecuiiiy of any propeity he has accepted a shoitoi title than 
the title which a purchaser is, m the absence of a special contract, 
entitled to require, if m the opinion ol the Court tho title accepted be 
such as a person acting with piudence and caution would have accepted. 

(4) This section applies to tiansfors of existing securities as well 
as to new securities, and to investments made as well betoie as alter 
the commencement ol this Act, except where an action or other pio- 
ceodmg was pending with ic^erence theieto on the twenty -fourth day 
of December, one thousand eight hundred and eighty-eight 


Power to Inswf Property 

18. — (1) A Tiustee may msuie against loss oi damage by fire any 
building or other msuiablo propeity to any amount (including the 
amount qf any insurance alieady on foot) not exceeding thiee equal 
iouttli parts of the full value of such building or piopeity, and pay the 
premiums ot aueh insurance out of the income thereof, oi out of the 
income of any other property subject to the same liusts, without 
obtaining the consent of any person who may be entitled wholly or 
partly to such income. 


(h) The Colonial Stock Act, fooo. 

*2. The* securities in which a Trustee may ifiveafc wde* w 
of the Trustee Act, 1803, shall include my Ookmhd Up 
registered m the United Kingdom in accordance w|% 
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of $hp Colonial Stock Acts, 1877 and 1892, as amended by this Act, 

Imd with respect to which there have been observed such conditions 

(if any) as the Treasury may by order notified in the London Gazette 

prescribe. * 

• 

The restrictions mentioned in Section 2, Subsection (2), of the 
Trusts Act, 1893, with respect to the stocks therein referred to, shall 
apply to Colonial stock. The Treasury shall keep a list of any Colonial 
stocks in respect of which the provisions of this Act are for the time * 
being complied with, and shall publish the list in the London and 
Edinburgh Gazettes, and in such other manner as may give the public 
full information on the subject. 


§ 13. — Mines in the Stannaries. 

,(a) The Stannaries Act, 1869. 

Interpretation of Terms . 

2. In this Act — 

The term “the Stnrmanes ** means the Stannaries of Devon 
and Cornwall : 

k 

The term “ Company ” includes any peison or parcel ship body * 
Vorkmg a mine in the Siannaues : 

The term “ Pursei ” means the Pmser for tlie time being of a 
Company, and it tlieie is no Puj^cr then the Secretary for the 
time being, or if there is no Sccietaiy then the principal Agent 
for the time being of a Company : 

The term “ Cost Book " includes all books and papers relating 
to the business of a mine, which are for the time being kept 
by a Pmser, or which, according to the custom of the Stannaries, 
or the directions of the Company, ought to be kept by him. 

A ppltealion of Act . # 

3, This Act oxtondb only to mines within the Stannaries, and 
subject to the jurisdiction oi the Court, or withm the cognisance of the 
Yice-Warden, and nothing m this Act shall extend to Companies 
registered under any of the Joint Stock Companies Acts, except where 
such Companies are expiessly mentioned or necessarily implied. 

A 

Accounts, 

Qi The Purser of every Company shall, once at least in every 
four mouths, truly enter in the cost book of the Company accounts 
f showing the actual financial position of the Company at the, end of the 
month of the Company last preceding the time of entry, 

$ statement of all credits, debts, and liabilities, 2nd distin* 
gniatog in $uoh accounts the amount of calls paid and calls not 
vlS S i OT h 1 aWtirate lists of all the shareholders for the tinfe being in 
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the Company, with their respective addresses, corrected from tiipe, to 
time as occasion requires, and all other accounts, documents, and 
things which the Purser is lor the time being required to enter therein 
•by lie custom of the Stannaries, or by the directions of the Company ; 
and after the passing of this Act all existing 01 future Companies having 
any rules oi regulations touching the management of the Company 
or conduct of the business of any mmo shall file a tiue copy of them 

* at the office of the Registrar without payment of any fee; and such 
rules or lcgulations shall be siibiect to the inspection of all applicants 
at reasonable times, and if any Company shall neglect to file such 
rules or lcgulations as above required, then any shareholder in or 
creditor of any such Company may apply foi an order of the Court 
to file such niles 01 lcgulations forthwith, which order shall be enforced 
by the piocess of the Court 

Audit 

10. At any meeting of the Company with special notice the 
accounts ol the Company may he audited, and a call may be made. 

(b) The Stannaries, Act, 1887 

Mine Club Funds 

13. -(1) After the commencement of this Art, any custom or 

* rule of law to the oontiaiv notwithstanding, all moneys deducted 
in any miuo'hom the wages 01 earnings of or otheiwise contributed 
by the mineis tin the purposes of a mine club, 01 accident, or si<?fc oi 
benefit fund, shall, unless a majority ol the miners shall by resolution 
decide otherwise, be deemed to belong (0 the miners and not to the 
Compauy, and the said moneys, and any contributions added thereto 
by tlie shareholders, shall be placed to a separate account, and the 
details thereof, showing tho amount received and the several payments ^ 
thereout, and to whom made during each piecedmg sixteen weeks, 
shall be sent out m tho balance sheet to bo presented to the share 
holdeis at each ordinary meeting, and a copy ol the same shall bo 
posted m the mmei’e dry 01 changing sheds, and m tho account house ; 
and it shall be lawful foi the miners m any mine, if they so please, 
to appoint any two of themselves to audit the said Mine Club Fund 
Accounts 

Accounts . 

23. The Purser of eveiy cost book mine shall, once at least every 
sixteen weeks, truly enter in tho cost book of the mine accounts showing 
the actual financial position of the Company at the end either of the 
financial month of such Company last preceding the time of entry, or 0 1 
the calendar* month last preceding that time, including a statement of all 
credits, debts, and liabilities, and distinguishing msuch accounts the* 
amount* of calls paid, and calls not paid, and also all other accounts, 
document^ and things that the Purser is required to enter therein * 
by the cutttom of the Stannaries or by the direction of the Company. 

* 26. the accounts by the twenty-third section of tide Act 
to be entered in the cost book shall, after the same have bee$ 
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befojre # a meeting of the shareholders in pursuance of the twenty-fifth 
section, be printed, and a copy thereof sent to eaoh shareholder in the 
Company, and also to the lessors of the mine. 


§ 14. — Licensed Properties. 

(a) The Licensing Act, 1904. 

Renewal of Licenses. 

1 . - -( 1 ) The power to refuse the renewal of an existing on-licence, 

on any ground oilier than tho ground that the licensed premises have 
been ill-conducted, or arc struct urally deficient, or structurally un- 
suitable, or grounds connected with the character or fitness of the 
proposed holder of the licence, or tho ground that the renewal would 
be void, shall be vested in Quarter Sessions instead of the Justices 
of the Licensing District, hut shall only bo exercised on a reference 
from those Justices, and on payment of compensation in accordance 
with this Act. 1 

In every case of the refusal of the renewal of an existing on-licenco 
by the Justices of a Licensing District, they shall specify in writing 
* to the applicant the giounds ot then lctusal. 

Payment of Compensation* 

2 . — ( 1 ) Where Quaiter Sessions ioiuse the renewal of an existing 
on-licence under this Act, a sum equal to the difference between the 
value of the licensed premises (calculated as it the licence were subject 
jto the same conditions of leuowal as were applicable immediately 
boioie the passing oi this Act, and including in that value the amount 
of any depreciation of tiade fixtures arising by reason of the iciusal 
to renew the licence) and the \alue which those premises would bear 
if they were not licensed piemibcs shall be paid as compensation to 
the peisons interested 111 the licensed piemises. 

( 2 ) The amount to be so paid shall, if an amount is agreed upon by 
the persons appearing to Quarter Sessions to be mtei ested in the licensed 
promises, and is approved by Quaitoi Sessions, be that amount, and in 
default of such agreement and approval shall be determined by the 
Commissioners of Inland Bevenue in tho same manner and subject 
to the like appeal to the High Court as on the valuation of an estate 
for the purpose of Estate Duty, and 111 any event the amount shall 
be divided amongst the persons interested in the licensed premises 
^including the holder of the liconco) in such shares as may be deter- 
mined by Quarter Sessions : 

Provided that, in the case of the licence-holder, regard shall be 

not only to his legal interest in the premises or trade fixtures, but 

to J»b conduct and to the length of time during which he hac been 
ton' holder Of too licence, and the holder of a licence, if a tehant, shall 



w 

700 PRACTICAL AUDITING. 

(notwithstanding any agreement to the contrary) in no ease receive 
a leas amount than he would be entitled to as tenant from year to ye&r 
of the licensed premises. 

(4) Any costs incurred by the Commissioners of Inland Revenue 
on an appeal from their decision to the High Court under this^ section 
shall, unless the High Court order those costs to be paid by some 
party to the appeal other than the Commissioners, be paid out of the 
amount to be paid as compensation. 4 


Financial Provisions. 

3. — (1) Quarter Sessions shall, in each year, unless they certify 
to the Secretary of State that it is unnecessary to do so in any year, for 
the purposos of this Act impose, in respect of all existiug on-licences 
renewed in respect of premises within their area, charges at rates not 
exceeding and graduated in ihe same proportion as the rates shown 
in the scale of maximum charges set out m the First Schedule to this 
Act. 

(2) Charges payable under this section in respect of any licence 
shall be levied and paid together with and as part ot the duties on the 
corresponding Excise licence, but a separate account shall be kept by 
the Commissioners of Inland Revenue of the amount produced by those * 
charges in ftio area of any Quarter Sessions, and that amount shall 
in each year be paid over to that Quarter Sessions, in accordance .with 
rules made by the Treasury for the purpose. 

(3) Such deductions from rent as are set out in ilio Second Schedule 
to this Act may, notwithstanding any agieement to the contrary, be 
made by any licence-holder who pays a chaige under this section, and - 
also by any person from whose rent a deduction is made in respect of 

the payment of such a charge. 

» » * 

(4) Any sums paid under this Act to Quarter Sessions in respect 
of the charges under this section, or received by .Quarter Sessions from 
any other source for the payment of compensation under this Act, shall 
be paid by them to a separate account under their management, and 
the moneys standing to the credit of that account shall constitute 
the Compensation Fund. 

(5) Any expenses incurred by Quarter Sessions in the payment 
of compensation under this Act, or otherwise in the exercise of their 
powers or the performance of their duties under this Act, and such 
expenses of the Justices of the Licensing District incurred under this 
Aet as Quarter Sessions may allow, shall be paid out of the Compen- 
sation. Fujld, and' Quarter Sessions, in the exercise of their powers 
under thia Aot, shall have regard to the funds available for the purpose.^ 

Quarter Sessions may, wfyh the consent of a Secretary, of Stste^i, 
borrow if accordance with Rules made under this Act, on the security J 
of the Compensation Fund, for the purpose of paying; any ed tup n ftp p *. 1 * 
payable under this A«t. 
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6.-*— A Secietary o£ State may make iules for carrying into eflect 
this Act, and may by thoBe ralew, amongst other things — 

* (b) provide for the enforcement ot any seeunty given for money 
*boircwed, and foi the tune, not exceeding fifteen years, withm 
which money borrowed ls to bo x ©placed ; and 

(o) regulate the management and application of the Compen- 
sation Fund, and the audit ot the accounts of Quarter Sessions 


Schedule I. 

Scale of Maximum Charges, 


Annual Value of Premiw » 
to be taken &p for tbe 
purpose of the Publicau’H 
Licence Duty 




* 

Maximum 
Rate ot 
Charge 

£ 


£ 





£ 

s 

d , 


Under 

15 


, , 

, 

• • , • 

1 

0 

0 

15 

and under 20 





2 

0 

0 

20 

n 

25 


, 

, , 


3 

0 

0 

25 

ti 

30 



, 


4 

0 

0 

30 


40 




. , , , 

6 

0 

0 

'40 

99 

50 


, 



V) 

0 

0 

50 

1 

*9 

100 




, . , , 

15 

0 

0 

’100 

99 

200 



. . 


20 

0 

0 

200 

99 

300 



, 

, , . . 

30 

0 

0 

300 

99 

400 


, , 

. • 


40 

0 

0 

400 

99 

500 



. . 

■ « , . 

50 

0 

0 

500 

99 

600 




. • , . 

(>0 

0 

0 

600 

99 

700 


, 

. . 


70 

0 

0 

700 

99 

800 


, , 

, . 

♦ 

80 

0 

0 

800 

99 

900 



, . 

t 

90 

0 

0 

900 

and, over 

. , 

. . 

. . 

. . 

. . . . 

100 

0 

0 


Schedule II. 

Scale of Deductions. 

A person whose unexpired term does not exceed — 

i per cent, of 

1 year, may deduct a sum equal to 100 j the 


2 yean „ 

99 

88 

3 

99 

82 

4 „ 

99 

76 

® 3*1 »* 

ft 

70 

0 »» 

•1 

65 

t 9i ,1 

»* 

60 

4 

99 

55 

* t #* t* 

99 

50 
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10 years, may deduct a sum equal to 45 j ^ charged * 


11 ft 

tt 

tt 

41 

tt 

12 „ 

tt 

ft 

37 

t» 

13 „ 

>t 

tt 

33 

it 

14 „ 

tt 

t* 

20 

tt 

15 „ 

t 

tt 

25 

tt 

1ft „ 

t 

tt 

23 
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17 „ 

a* 

It 

21 

tt 

18 ,t 

tt 

It 

19 

tt 

10 „ 

tt 

tt 

17 

tt 

20 „ 

ft 

ft 

15 

tt 

21 „ 

t» 

it 

14 

tt 

22 „ 


ft 

13 

tt 

23 , 

S* 

t 

12 

tt 

24 „ 

t 

tt 

11 

tt 

25 „ 

ft 

tt 

10 

tt 


Exceeds 25, but does not exceed 30 years, may deduct a Sum 

equal to 7 per cent ot the chaige 
« 

Exceeds 30, but does not exceed 35 years, may deduct a sum 
equal to 6 per cent of tire chaigc 

Exceeds 35, but does not exceed 40 years, 
equal to 5 per cent of the charge 

Exceeds 40, bul docs not exceed 45 years, 
equal to 4 per cent of the charge 

Exceeds 45, but does not exceed 50 years, 
equal to 3 per cent ot the charge 

Exceeds £0, but does not exceed 55 years, 
equal to 2 pei cent of the charge 

Exceeds 55, but docs not exceed 60 years, may deduct a sum 
equal to 1 per cent of the charge 

But the amount deducted shall m no case exceed half the rent 


maj deduct a sum 

c 

may deduct a sum 
% 

may deduct a "um 
may deduct a bum 


(b) The Licensing Rules, 1904. 

Acoounts. 

' 61.— (1) II shall be the duty of the Compensation Authority to 
cause proper acoounts to be kept m connection with the Compensation 
Fund, and* a Financial Statement to be prepared at the dose of each 
year ha the form directed by the Secretary of State. * 

K3 (2) $he accounts shall be n&ade up for each calendar year, or lor 
such other period as the Compensation Authority, with the approval 
of the Secretary of State, determine, 
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^ , * Audit. 

62. — (1) The Compensation Authonty shall appoint a professional 
Accountant, approved by the Seoictary of State, to be the Auditor of' 
' their accounts. 

(2 1 ) The Auditor may be appointed for a leim not oxceedmg three 
years, but a letiring Auditor shall be eligible for leappomtnient 

(3) The remuneration of the \uditor shall be such as may be fixed 
by the Compensation Authority, with the consent of a Secretary of 
State 

*63. As soon as may be aft oi closo of the yoai for which the accounts 
are made up, the Compensation Authonty shall submit to the Auditor 
fox examination the detailed accounts, togothoi with the voucheis 
and authorities tor receipts ami payments, and shall also submit, for 
the Auditor’s Certificate, the Vimual Financial Statement required 
by these Rules 

64. A copy of the Financial Statement, as certified by the Auditor, 
shall be sent by the Compensation Authonty to *>he Sccietary of State, 
together with a copy of any Itopoit made by the Auditor in regard 
thereto. 


§ 15. — Territorial and Reserve Forces Act, 1907. 

Ebtabhihnicnt of Is sociaUons. 

1. — (1) For the purposes of the lcoigamsation under this Act 
of His Majesty’s military foiccs othei than the legulais and their 
leserves, and of the admiiust ration of those foiccs when so reor- 
ganized, and for such other pui poses as aie mentioned m this Act, 
an association may be established loi any county in the United Kingdom, 
with such powers and duties m connection with the pui poses aforesaid 
as may be conforied on it by or under tins Act. * 

(3) Every such scheme shall pio\ide — 

(a) For the date of the establishment of the association? 

(b) For the incorporation of the association by an appiopxiate 
name, with power to hold land for *tho purposes of this Act 
without licence m mortmain 

Accounts and Audit 

3.**— (5) An association shall cause its accounts to be made up 
annually a 4 d audited in such manner as may be prescribed, and 
shall send copies of its ao&unts as audited, together with any report 
of the Auditor, thereon, to thro Army Council. * 

(#) Ro gulationa made for the purposes of this section shall be 
•nhjeOt top consent of the Treasury. 
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Regulations. 

Accounts. 

684. An account ot the receipt and expend tuie oi money zeceived * 
from private sources, either for general or specific purposes, yvill be 
kept on a suitable foim and duly audited. 

685. The accounts of an association will be balanced on the 
81st March m each year, and a statement on Azmy Form N. 1524 
will be prepared by the association as soon after that date as practicable. 
This statement will show : — 

(1) The receipts from the Government, fiom fines, &c., during 
the year, and, undoi the appropnate headings, the full ex- 
penditure on the authorised services 

(2) The total of the receipts fiom private Bouices 

(3) A balance statement snowing the financial condition of the 
association on the 31st March, with 

(4) An explanatory statement of the balances, together with 
certificates from the bankeis, showing the actual state of the 
several banking accounts at the close of business on the 31st 
Maich 

(5) A statement of loans contracted for the benefit of the force. 

« 

(0) Statement of liabilities on the 31st March. 

(7) Statement oi assets showing the terms upon which the drill 
halls and ianges of the foie c aie held, and the amount of money 
invested oi placed on deposit 

(8) A schedule of payments to seigeant-instructors from association 1 
funds 


Audit. 

% 

086* The accounts will be audited by a professional Auditor,, 
appointed subject to the approval of the Aimy Council. The Auditor 
will ascertain that the giants from public funds have been appro- 
priated only to the approved purposes specified in paragraph 670 
and that all charges aie, duly vouched He will also ascertain that 
proper provision has been made, by sinking fund or otherwise, for 
the renewal of harness, saddlery, clothing, and equipment. He will 
not be a person concerned in any way with keeping the accounts of 
the association nor will he be a member of it. The Auditoi must 
be a member either of an Infciuie or Society of Chartered Accountants 
in the United Kingdom or of the Incorporated Society of Accountants 
and Auditors. * 4 * 


• 087. \he statement of accounts indicated in paragraph w#t > 
be forwarded to the Army Council not later than the 1st § 

year, together with the report of the Auditor. » ' {l ^ 
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§ 1&— The Port of London Act, 1908. 

Accounts and Audit 

* . 24. — (1) As soon as may be after the end of each financial year 

of the Port Authority the accounts of the Port Authority, and any 
committee appointed by them, and of their officers, shall be made 
up to the end of that year and shall be in such form and contain such 
particulars as may for the time being be prescribed by the Board of 
Trade, and shall be audited by an Auditor appointed by the Board 
of Trade : 


Provided that — 

(a) The regulations made by the Board of Trade shall provide 
for the accounts of all sums expended by the Port Authority 
in erecting, maintaining, and managing warehouses, and of 
all receipts in respect of the warehousing of goods, being kept 
distinct from the other accounts of the Port Authority, and 
for those accounts being audited as a separate section of the 
accounts of the Port Authority ; and , 

(b) In prescribing the form of accounts the lloard of Trade shall 
have regard to the desirability of showing separately, so far 
as practicable, such items of receipts and expenditure on capital 
and revenue account as are wholly or mainly attributable 
to the dock undertakings of the Port Authority, and* in particular 
the regulations shall provide that all receipts from port rates 
on goods discharged from or taken on board ships not within the 
dock premises of the Port Authority shall b6 shown separately 
from the receipts from port rates on goods discharged from or 
taken on board ships within such premises. 


^ (2) The Port Authority shall give to the Auditor access to such 

books and documents as are necessary for the purposes of the audit, 
and shall, when required, furnish to him all vouchers and information 
requisite for that purpose, and shall afford to him all facilities for the 
proper execution of his duty. 

(3) If the Auditor reports to the Board of Trade that the Port 
Authority have declined or neglected to comply with any of his re- 
commendations or requirements, the Board may, if they think fit, 
after giving the Port Authority an opportunity of being heard, make 
an order, directing the Port Authority to comply with such recommen- 
dations and requirements, with or without modification, as may be 
specified in the order. 

(4) Within fourteen days after completion of the audit the Port 
Authority shall publish an abstract of the accounts, together with any 
report of the Auditor thereon, in some one or more London news- 


papers. . , 

* <9) remuneration of the Auditor shall be such as tjje Board 

‘ that remuneration and all expenses incun&d by 

esecutfob Of Ms duties, to such an amoijpt as the 
if shall be paid by the Port Authority. 


TT 
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t§ 17 


§ 17.— Local Authorities. 

(a) The Public Health Act, 1875* 

A udit where Urban A utkority are a Town Council. 

246, — Where an Urban Authority are the Council of the Borough 
tho accounts of the 'receipts and expondiime under this Act of such 
authority shall be audited and examined by the Auditors of the Borough, 
and shall be published in like* manner, and at the same time, as +the 
municipal accounts, and the Auditors shall pioceed in the audit after 
like notice and in like manner, shall have like poweis and authorities, 
and perform like duties, as in the case of auditing the municipal 
accounts. 

Each of such Auditors shall in respoct of each audit be paid such 
reasonable remuneration, not being loss than two guineas for every day 
in which they are employed in such audit, as such authority from 
time to time appoint. Any order of such Autlioiity for the payment o I 
any money may be moved by certiorari , and like proceedings may be 
had thereon as undpr section 44 of the Act of the hist year of Her 
Majesty, Chapter 78, with respect to orders of tho council of a borough 
for payments out of tlie borough fund. 


Audit where Urban Authority are not a Town Council. 

247. — Whoie an Urban Autlioiity are not the Cou noil of a Borough 
the following regulations with respect to audit shall be observed ; 
(namely) 

(1) The accounts of the receipts and expendituio under this Act 
of such authority shall bo auditod and examined once in ©very* 
year as soon as can be after the twenty-fifth day of March, 
by the Auditor of accounts relating to the lelief of the poor: 

(3) Before each audit such authority shall, after receiving from the 
Auditor the requisite appointment, give at least fourteen days’ 
notice of the time and place at which tho same will be made, 
and of tho deposit of accounts required by this section, by 
advertisement in some one or more of the local newspapers 
circulated in the district ; and the production of the newspaper 
containing Suoli notice shall be deemed to be sufficient proof of 
such notice on any proceeding whatsoever ; 

(4) A copy of the accounts, duly made up and balanced, together 
with all rate books, account books, deeds, contracts, accounts, 
vouchers, andreceipts mentioned or referred to in such accounts, 
shall be deposited in the office of such authority, and be open 
during 'office hourt thereat, to the inspection of all persona 
Interested for seven clear days before the audit, and all such 

* * persons shall be at liberty to take copies of, or ©street* from* the* 

s^me wifhout fee or reward ; and any officer of *0j*h authority 
duly appointed in that behalf neglecting to make up *u$h 
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• accounts and books, or altering such accounts and books, or 
allowing them to be altered when so made up, or refusing to 
allow inspection thereof, shall be liable to a penalty not ex- , 
ceedirfe five pounds : 

For the purpose ol any audit under this Act, every auditor may, 
by summons in writing, require the production before him of all 
books, deeds, contracts, accounts, vouchers, receipts, and other 
documents and papers which ho may deem necessary, and may 
require any person holding or accountable for any such books, 
deeds, contracts, accounts, vouchers, receipts, documents, or 
papers to appear before him at any such audit or any adjourn- 
ment thereof, and to make and sign a declaration as to the 
correctness of the same ; and li any such peison neglects or 
refuses so to do, or to produce any such books, deeds, contracts, 
accounts, vouchors, receipts, documents, or papeis, or to make 
or sign such declaration, lie shall incur for every neglect or 
, refusal a penalty not exceeding forty shillings ; and if he falsely 
or corruptly makes or signs any such declaration, knowing the 
same to be untrue m any matenal particular, he shall be liable 
to the penalties inflicted on persons guilty of wilful and corrupt 
perjury : 

0) Any ratepayer or owner of piopoity m the district may be 
present at the audit, and may make any objection to such 
accounts before the Auditoi ; and hucli ratepayers and owners 
shall have the same right ol appeal agamst allowances by an 
Auditor as they have by law against disallowances : 

7) Any Auditor acting in pursuance of this section shall disallow 
every item of account contrary to law, and surcharge the same 
on the person making or authorising the making of the illegal 
payment, and shall charge against any peison accounting the 
amount of any deficiency or loss mcuried by the negligence or 
misconduct of that person, or oi any sum which ought to have 
been, but is not, brought into account by that person, and shall 
in every such case certify the amount due from such person, and 
on application by any party aggrieved shall siaie in writing the 
reasons for his decision in respect of such disallowance or 
surcharge, and also of any allowance which lie may have made : 

8) Any person aggrieved by disallowance made may apply to the 
Court of Queen’s Bench for a writ of certiorari to remove the 
disallowance into the said Court, in the same manner and subject 
to the same conditions as are provided in the case of disallow- 
ances by auditors under laws for tho time being in force with 
regard to the relief of the poor ; and the said Court shall have 
the same powers with respect to allowances, disallowances, and 
surcharges under this Act as it has with respect to disattowances 
or allowances by the said Auditors ,* or in lieu of such applica- 
tion any person so aggrieved may appeal to the Local Govern- 
ment Board, which Board shall have the same powers in the case 

yt 2 
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of the appeal as it possesses in the caOfc of appeals agains^ 
allowances, disallowances, and surcharges by the said Poor 
Law Auditors : 

* 

, ♦ (9) Every sum certified to be due from any person by an Auditor 

under this Act shall be paid by such person to the treasurer ol 
such authority within fourteen days after the same has been so 
certified, unless there is an appeal against the decision ; and if 
such sum is not so paid, and theie is no such appeal, the Auditor 
shall recover the same from the person against whom the same 
has been certified to be due by <tho like process, and with the 
like powers, as in the case of sums. certified on the audit of the 
poor rate accounts, and shall bo paid by such authority all such 
costs and expenses, including a reasonable compensation for loss 
of time incurred by him in such proceedings, as are not recovered 
by him horn such person : 

(10) Within fourteen days a'ter the completion of the audit, the 
Auditor shall report on the accounts audited and examined, and' 
shall deliver such report to the cleik of such authority, who 
shall cause life same to be deposited in their office, and shall 
publish an abstract of such accounts in some one or more of the 
local newspapers circulated in the district. 

Where t^e provisions as to audit of any local Act constituting a 
board of improvement commissioners are repugnant to, or inconsistent 
with, those of this Act, the audit of the accounts of such improve- 
ment commissioners shall be conducted in all respects in accordance 
with the provisions of this Act. 


(b) The District Auditors Act, 1879. 

District Auditors. 

2, —The whole of the salaries or remuneration, and of the expenses 
of District Auditors, to such amount as may be sanctioned by the 
Treasury, shall bo paid out of moneys provided by Parliament ; and for 
the purpose of contributing to the amount required for the payment of 
such salaries, remuneration, and expenses, there shall be charged on « 
every local authority, whose accounts are audited by a District Auditor* 

a stamp duty, for the use of Her Majesty, according to the scale contained 
in the first schedule to this Act, and such duty shall be levied by a stamp 
on the certificate of the Auditor hereinafter mentioned. 

3. — Where the accounts of the receipts and expenditure of a local 
authority are audited by a District Auditor the local authority shall « 
prepare g^pd submit to tho District Auditor' at every audit (other than 
aruextraordinary audit held in pursuance Of section 6 of tfye Poor Law 
Amendment Act, 18601 a financial statement, in duplicate, in the pro- 
scribed form, and containing the prescribed particulars f one ol mtb 
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duplicates shall have the stamp charged under this Act affixed thereon, 
2nd the Auditor at the conclusion of the audit shall cancel that stamp, 
and certify on each duplicate, in the prescribed form, the amount in 
words at length of the expenditure so audited and allowed, and further, 
tfiat the regulations with /respect to such statement have been duly 
complied with, and that he has ascertained by the audit the correctness 
of the statement. 

He shall forthwith send the duplicate so stamped and certified 
by him to the Local Government Hoard ; and in such case a return 
of the receipts or expenditure comprised in such statement need not, 
unless the Local Government Bo aid so require, be sent to the Board 
in pursuance of the Local Taxation Returns Act, I860 and 1877. 


(c) The Municipal Corporations Act, 1882. 

Borough A uditors. 

25. — (1) There shall be throe Borough Auditors, two elected by 
the Burgesses, called Elective Auditors, and one appointed by the Mayor, 
called Mayor’s Auditor. 

(2) An Elective Auditor must be qualified to be a Councillor, but 
may not be a member of the Council, or the Town Clerk, or ty© Treasurer. 

(3) the Mayor’s Auditor must be a member of the Council. 

(4) The term of office ol each Auditor shall be one year. 

(5) The appointment of the Mayor’s Auditor shall be made on the 
ordinary day of election of the Elective Auditors. 

• (6) On the casual vacancy 111 liis office an appointment to fill 

it shall be made within ten days after the occurience of the vacancy. 


Audit and 'publication of Treasurer's Accounts . 

27. — (1) The Treasurer shall within one month from the date 
to which he is required to make up his accounts in each half-year, 
submit them, with the necessai-y vouchers and papers, to the Borough 
Auditors, and they shall audit them. 

(2) After the audit of the accounts for the second half of each 
financial year, the Treasurer shall print a full abstract of his accounts 
for that year. 


The Lopal Govern ment Act, 1888. 

' Accounts and Audit of County Councils . 

The accounts of the receipts and expenditure of County 
Councils shall he made up to the end of each local financial year as 
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defined by thin Act, and be in the form for the time being prescribe^ 
by the Local Government Board. 

(3) The accounts of a, County Council and of the County Treasurer 
and officers of such Councils, shall bo audited by the District Auditors, 
appointed by the Local Government Board in like manner as accounts 
of an urban authority, and thoir officers under sections two hundred 
and forty seven and two ‘hundred and fifty of the Public Health Act, 
1875. 


(e) The Local Government Act, 1894. 

Accounts anil Audit of Parish and District Councils . 

58* — (1) The accounts oi the receipts and payments of parish and 
district councils, and of paiish meetings foi pansbes not having parish 
councils, and their committees «uid ofTiceis, shall be made up yearly 
to the thirty -fiist day of March, or in the case of accounts which are 
required to be audited half-yearly, then half-yearly to the thirtieth 
day of September, and the thirty -first day of March in each year, and 
in such form as the Local Government ]ioard prescribe. 

(2) The said accounts shall, except in the ease of accounts audited 

by the Auditors of a borough (but inclusive of the accounts of a joint 
committee appointed by a borough council vuth another council not 
being a borough council), be audited by the District Auditor, and* the 
enactments relating to audit by District Auditors of accounts of uiban 
sanitary authorities and their officers, and to all matters incidental 
thereto and consequential thereon, shall apply accordingly, except 
that in the case of the accounts of rural district councils, their commit! ees 
and officers, the audit shall be half-yearly instead of yearly. 4 

(3) The Local Government Board may, with respect to any audit 
to which this section applies, make rules modifying the enactments 
as to publication of notice of the audit, and of the abstraot of accounts 
and the report of the Auditor. 


(f) The London Government Act, 1899, 

Accounts and Audit of Metropolitan Boroughs , 

(14) After the appointed day the accounts of the Council of every 
Metropolitan Bbrough, and of any committee appointed by the Council, 
and of their officers, including the Accounts relating to the making, 
levy, and collection of any rate made by the Council, shall be made up 
and audited in like maimer and subject to the same provisions as the* 
aocounta*of the London County Council, and the enactments relating 
to -the audit of those accounts and to all matters incidental thereto 
and consequential thereon, including the penal provisions* shall apply 
accordingly* 
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(jQ.TJie Metropolis Water Act, 190a. 

Accounts and Audit of Metropolitan Water Boa/rd . 

• 19. — The accounts ol the Water Board, and any com mitt ee~ap- 

pointejl by them, and of then officers, shall be made up and audited 
in like manner, and subiect to the same provisions, as the accounts 
of County Councils, except that a water consumer shall have the same 
right of being present at the audit, and of making objections and 
appealing, as a xatepayer has, and that the stamp duty charged on 
the Water Board for the puiposos of the District Auditors Act, 1879, 
shall be such as the Tieasury, after consultation with tho Local Govern- 
ment Board, and having icgard to the cost of the audit, may determine, 
and the enactments lelatmg to the accounts of County Councils and 
the audit theieof, and to all matt eis incidental theieto and consequential 
thereon including the penal piovisions, shall apply accordingly. 
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INDEX. 


A 

“ A ” TABLE, 

First Schedule to Companies (Consolidation) Act, 1908, 273 

ACCIDENT INSURANCE COMPANY, 

Application of Assurance Companies Act, 1909, to, 025 
Audit of, Special Points in, 469. 

Audit of. Under Statute, 458. 

Statutory Forms of Account of, 633. 

ACCOUNT CURRENT, 87. 


ACCOUNT SALES, 86. 

ACCOUNTANT, 

Distinguished from Auditor, 16, 26, 32, 119, 196, 286. 
Public, 459, 461, 462, 641, 665, 686. 

ACCOUNTS, 

Accident Insurance Companies, of, 633. 

Assurance Companies, of, 459, 468, 631. 

Auctioneers, of, 486. 

• Banks, of, 470. 

, Bond Investment Companies, of, 635. 

Branches, of, 473. 

Breweries, of, 476. 

Building Societies, of, 458, 477, 642. 

Charities, of, 479, 

Churches, of, 480. 

Clubs, of, 480. 

Collecting Societies, of, 663. 

Colleges, of, 505. 

Collieries, of, 481. 

Companies Clauses Consolidation Act, 1845, 579. 

, Contractors, of, 483. 

Co-operative Societies, of, 485, 503. 

County Association, of, 466, 703. 

County Councils, of, 709. 

District Councils, of, 710. 

Electric Lighting Companies, of, 486, 610. 

Employers’ Liability Insurance Companies, of, 634, 
Estate Agents, of, 486. 

Examination of, in Audit of Limited Company, 287. 
Executors, of, 463, 488. 

Falsification of, 6, 7, 417, 571. 

Finance Companies, of, 521, 

Fire Insurance Companies, of, 632. 

Foreign Mums; of T 490. 

duieht Manipulation of, 5, 7, 571. 

" f im p£ 460, 491, 650, 655. 

" 605 .' 
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ACCOUNTS (continued) 

Industrial and Provident Societies, of* 461, 669 
Inspection of, 286„ 

Insurance Brokers, of 404. 

Investigation of, 561. 

* t eeue of false, 416. 

Judicial Trustees, of, 465, 688. 

Landed Estates, of, 495. 

Metropolitan Boroughs, of, 710. 

Metropolitan Water Board, of, 711. 

Mines in the Stannaries, of, 697, 698. 

Motor Omnibus Companies, of, 496. 
Newspapers, of, 497. 

Parish Councils, of, 710. 

Partners bound to render, 438. 

Partnership, Audit of, 437. 

Penalty for falsifying, 417. 

Port of London, of, 466. 

Preparation of, for Audit, 285. 

I'rovisions of Table M A ” as to, 280. 

Publishers, of, 498. 

* Railways, of, 500, 585. 

Retail Stores, of, 503. 

Rubber Companies, of, 503. 

Schools, of, 505. « 

Shipping Companies, of, 505. 

Solicitors, of, 508. 

Stockbrokers, of, 510. 

Stockjobbers, of, 510. 

Surveyors, off 4 86. 

Theatres, of, 518. 

Tramways, of, 520. 

Trust and Finance Companies, of, 521. 

Trustee Savings Banks, of, 463, 524. 

Trustees, of, 463, 486, 686. 

Under Table “ A,” 280. 

Underwriters, of, 526. 

Universities, of, 503. 

Water Companies, of, 528. 

ACCOUNT'S. FORM OF, 398. 

Assurance Companloa, 458. 

Bond Investment Companies, 635. 

Building Societies, 459. 

Collecting Societies, 663. 

Directors responsible for, 398* 

Double Account System* 399, 521. 

Electric Lighting Companies, 458. 

Friendly Societies, 460. 

Gas Companies, 457. 

Hospitals, 480. 

Income and Expenditure Account, 401. 
Industrial Provident Societies, 461. 

Profit and Loss Account, 401. 

Railway Companies, 435, 502. 

Revenue Account, 101. 

Single Account System, 390. 

Tramways, Ml. 

ACXJUMULA'flSD LOSSES, 

On Capital Account, 407. 

ACCUMULATING REDEJOTTON FUNDS, 

Of Local Authorities, 553. 
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AQRJIAGE RENT, 482, 

*ACTS OP PARLIAMENT, 

Affedfcing Auditors, 454. 

Apportionment Act, 1870, 600. 

Assurance Companies Act, 1900, 458, 526, 620. 

Building Socioties Act, 1874, 459, 638. 

Building Societies Act, 1894, 459, 640. 

Collecting Societios and Industrial Insurance Companies Act, 1806, 461, 660. 
Colonial Stock Act, 1900, 488, 696. 

Companies Clauses Act, 1863,455, 580. 

Companies Clauses Act, 1869, 455, 581. * 

Companies Clauses Consolidation Act, 1845, 454, 577. 

Companies (Consolidation) A< t, 1908, 212. 

Companies Act, 1913, 212/ 

Companies (Foreign Interests) Act, 1917, 212, 271. 

Companies (Particulars as to Directors) Act, 1917, 212, 226, 270. 

District Auditors Act, 1879, 530, 708. 

Education Act, 1902, 542. 

Electric Lighting Act, 1882, 158, 610. 

Electric Lighting Act, 1888, 458. 

Electric Lighting (Clauses) Act, 1899, 458, 619. 

Finance Act, 1894, 541. 

Friendly Societies Act, 1896, 41)0, 461, 640. 

Friendly Societies Act. 1908, 060. 

Gas Works Clauses Act, 1847, 457, 603. 

Gas Works Clauses Act, 1871, 457, 605. 

Industrial and Provident Societies Act, 1893, 461, 665. 

Industrial and Provident Societies (Amendment) Aet, 1913, 461, 668, 
Intestates* Estates Act, 1890, 691 
Judicial Trustees Act, 1896, 465, 688. 

Licensing Act, 1904, 4t>5, 699. 

Local Government Act, 1888, 540, 541, 512, 548, 558, 709. 


Local Government Act, 1894, 710. 

Local Taxation (Customs and Excise) Duties Aot, 1890, 541. 
London Government Act, 1899, 540, 558, 710. 

Metropolis Water Act, 1902, 7 LI. 

Municipal Corporations Act. 1882, 533, 534, 540, 709. 
Perjury Act, 1911, 270, 416. 

Poor Law (Amendment) Aot, 1868, 530. 

Port of London Act 1908, 466, 705. 

Public Health Act, 1875, 706. 

Public Health Acts (Amomlment) Act, 1890, 548. 


Public Trustee Act, 1906, 403, 703. 

Railway Companies Act, 1867, 455, 457, 582. 

Railway Companies (Accounts and Returns) Act, 1911, 455, 457, 584. 
Registration of Business Names Act, 1016, 270. 

Regulation of Railways Act, 1868, 455, 581. 

Savings Banks Act, 1891, 680. 

Societies Borrowing Powers Act, ISOS, 060. 

Stannaries Act. 1869, 697. 

Stannaries Act, 1887, 698. 

Territorial and Reserve Forces Act, 1907, 466, 703. 

Trustee Act, 1893, 488, 692. 

Trustee Savings Bank Act, 1863, 463, 675. 

Universities and Colleges Estates Acts, 1858-1898, 505. 

Universities of Oxford and Cambridge Act, 1877, 505. 

Water ‘Works Clauses Act, 1847, 457, 526, 609. 


ACTION, 

Contingent Liability In respect of, 157. 

ADJDRESS BOOK, 

Bteieb 455, 577, 623. 

i y * * 
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. ADJUSTMENTS, 

r Accounts with Vendors, of, 321. 

Costs, of, 509. 

Income Tax, of, 444. 

Prospectus, for, 566. 

“ 4 Bights of Partners, inter $e, of, 441. 

Trial Balance, of, 119. 

ADVANCES BY PARTNERS, 

Interest on, 442. 

ADVANCES TO COOLIES, 504. 

ADVERTISEMENT RECEIPTS, 496 

ADVERTISING, 

Abnormal, 132. 

Day Book, 496. 

Expenditure carried forward, 131. 

Payments in Advance, 128. 

Seasonal Trades, 132. 

AGENT, 

Accounts of, 88. < 

Auditor as, of Shareholders, 193. 

Commission, 48. 

Stock in hands of, 171. 

ALLOCATION, 

Of Expenditure between Capital and Revenue, 129. 

In Accounts of Collieries, 482. 

1 Electric Lighting Companies, 486 

Foreign Mines, 490. t 

Gas Companies, 493. 

Railways, 501. 

Rubber Companies, 503. 

Tramways, 521. 

Water Companies, 527. 

ALLOTMENT, * 

Letter, Examination of, 292. 

* + Letter, Verification of, 169. 

Restrictions as to, 249. 

15 Return of, 251. 
i. * Shares, of, 249. 

ALLOTMENTS, 

Audit of Accounts in connection with, 539. 

ALLOWANCES, 92. 

ANALYSIS, 

Of Prij^ke Entiy Books for Sectional Balancing, 110. 

ANNUAL <SWW4L meeting • ' ' . 

0f . * x 

annd^.l^cw Members and summary,'/ * , y V ; ; 

of Shores, disclosure in, 3l& ... . 

* ^ Dfecoirafc ^',We of Debentures, dtecloeure in* Vi- 

fompturitt (Consolidation) 

$£*/. Stetemeiit hi form l ofSi£uace’^eet,,,fc' 
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ANNUAL RETURNS, 

* Assurance Companies Act, 1909, undor, 458, 051. 

Building Societies Aots, under, 459, 644. 

Collecting Societies and Industrial Assurance Companies Act, 1896, under* 
461, 603. 

Companies (Consolidation) Act, 1908, under, 222. 

Electric Lighting Companies Acts, under, 458, 61 1. 

Friendly Societies Act, 1896, under, 460, 619, 035. 

Gas Companies Acts, under, 457, 005. 

Industrial and Providont Societies Act, 1893, undor, 462, 669. 

Railways Acts, under, 150, 585. 

Trustee Savings Banks Acts, under, 463. 

ANNUITY SYSTEM, 

Appliod to Leases, 140. 

Definition of, 138. 

Repayment of Local Authority Loans by, 552. 

APPENDIX OF STATUTES, 577. 

Contents of the, 571. 

APPLICATION, 

For Shares, 249. 

Letters, 291. 

APPLICATION AND ALLOTMENT BOOK, 291. 

APPOINTMENT OF AUDITOR. 

tt 

Assuranco Companies Act, 1909, under, 459. 

* Board of Trade, by, 187, 157. 

Building Societies Acts, undor, *4 59. 

Companies Clauses Consolidation Act, 1845, under, 455. 

Companies (Consolidation) Act, 190$, under, 187, 284. 

District Auditors Act, 1879, under, 530. 

Electric Lighting Companies Acts, under, 158. 

Friendly Societies Acts, under, 460. 

Gas Companies Acts, under, 457. 

Industrial and Providont Societios Acts, under, 462. 

Judicial Trustees Act, 1896, under, 165. 

Local Authorities, by, 529, 530. 

Municipal Corporations Act, 1882, under, 532. 

Poor Law (Amendment) Act, 18G8, under, 530. 

Port of London Act, 1908, undor, 466. 

Public Trustee Act, 1906, under, 463. 

Railway Companies Acts, under, 455. 

Remarks op, 188. 

Table " A,” under, 282. 

Territorial and Reserve Forces Act, 1907, under, 466. 

Trustee Savings Banks Acts, under, 463. 

Water Corapanios Acts, under, 157. 

s 

APPORTIONMENT, 

Of Expenditure paid in advance, 126, 

Of Profits prior to Incorporation, 322. 

Under Apportionment Act, 1870, 488. 

Under 0 m Law* 488. 

ABfOWtlOmm: ACT. 1870, 690. 

ATTROfRIATION ACCOUNT, 402, 403. 
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ARCHITECT* 

Certificate of, 45 
Fees of, 45, 

« Special Points in Audit of, 480 
ARRANGEMENTS WITH CREDITORS, 451 
ARREARS, 

Of Cumulative Preference Dividends, WO 

ARTICLED CLERKS, 

Premiums of, 510 

ARTICLES OF ASSOCIATION, 

Alterations must be filed with Rogistrai, 220' 

Application of Table “ A,” to, 210 

Inspection of, in Audit of Limited Company, 2SG 

Principal Clauses m, 218 

Provisions of Corapimes (Consolidation) Act, 1008 as to 218 

ASSETS, 

Abroad, 183. 

Depreciation of, by Local Autbontics, 551 
Distribution of, in Paitnerulnp Accounts, 119 
Fixed, 133 550, 406 t 
Floating, 1.13, 356, 406 
Inflation of, 161 

Loss on Realization, Reserve for, 151, 152 

Misnppi op nation of, 161 

Oidex of, m # Balance Sheet, 405 

Outstanding, 119, 126 

Record of, bv a Local AuthoiiLy* 543 

Secret Reserves in tonnoction with, 314 

Valuation of, 133 

Verification of, 359 

Wasting, 134 

ASSURANCE COMPANIES, 

Account*, it filiations n gliding foim of 159 

Actuarial Repot t* and Abstract, 022 

Alteration of Forms, 621 

Appointment of Auditor, 159 

Audit of. Special points m, 468 

Aydit of, under Statute, 139, 6-3 

Deposit, 020 

Deposit of Accounts, &c , with Bos id of Irade, 622 

Penalties, 624 

Separation of Funds, 021 

Shareholders’ Addiess Book, 623 

Statement of Assurance Business, 022 

Statute^ Pot ms of Accounts of, 459, 622, 631 

ASSURANCE COMPANIES ACT, 1909, 458, 52C, 620, 

ATTENDANCE BOOK, 

Of Dutrators, 327 

AUCTIONEERS, 

Audit o£^488. 

AUDIT, 

Advantages of, 12, 

Completed, 25, 
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iDPlT (continued) 

Conduct of, 22. 

Considerations on Commencement of, 26, 

Continuous, 22, 23. 

• Definition of, 4, 

Final, 25. 
iTirst, 30. 

Interim, 22. 

Method of Work in, 30. 

Nature of, 4, 26. 

Objects of, 5. 

Partial, 22. 

Provisions for, in Partnership Deed, 16. 

Provisions of Companies (Consolidation) Aot, 1908, as to. 260. 
Provisions of Table “ A ” as to, 14, 281. 

Provisions of various Statutes as to, 454. 

Scope of, 26. 

Under Statute, 12. 

* Various Classes of, 12. 

AUDIT CERTIFICATE (see Certificate). 

AUDIT FEE, 

Basis of, 285. 

Outstanding, 123. 

AUDIT NOTE BOOK, 28. 


AUDIT OF, 


Aoeident Insurance Company, 459, 168. 
9 Accounts of Private Individuals, 18. 
Assuranro Companies, 459, 468. 
Auctioneers, 480. 

Banks, 470. 

Bank Branches, 471. 

Bond Invest mont Company, 459, 468. 
Bought Journal, 78. 

Branch Accounts, 473. 

Breweries, 476. 


Building Societies, 459, 477. 

Builders, 483. 

Capital Account of a Limited Company, 291 
Cash Sales, 58, 83. 

Cash Transactions, 36. 

Charitable Institutions, 479. 

Churches, 480. 

Clubs, 480. 

Colleges, 505. 

Collieries, 481 . 

Company and Private Firm distinguished, 16. 
Compensation Authority under Licensing Act, 1 904, 405. 
Consignment Accounts, 86, 

Contracting Companies, 483. 

Contractors, 483. 

Co-operative Societies, 485. 

Co-operative Stores, 503. « 

County Association, 466, 703. 

County Councils, 709. 

Credit Sales, 81 
District Councils, 709. 

lighting Companies, 458, 486. 

lability Insurance Companies, 459, 468. 

nS l \ * 


) 



PRACTICAL AUDITING, 


m 


AUDIT UP (comimed) * 


Estate Agents, 486. 

J Executors, 488. 

* ■ " 'Executors' Accounts, 463. 

: finance Companies, 521. 

Fire Insurance Company, 459, 468. 

Foreign Mines, 490. 

, Friendly Societies, 460, 491. 

. Gas Companies, 456, 492. 

Hospitals, 480. 

Hotels, 493. 

Impersonal Ledger, 115. 

Industrial and Provident Societies, 462, 468. 
Insurance Brokers^ 494. 

Insurance Companies, 458. 

•Landed Estates, 495. 

Life Insurance Company, 459, 468. 

Limited Company, 284. 

Limited Partners, Accounts for, 447. 

Local Authorities, 529. 

Metropolitan Boroughs, 710. 

Metropolitan Gas Companies, 457. 
Metropolitan Water Board, 711. 

Mines. 481, 490. 

Motor Cab Company,*496. 

Motor Omnibus Company, 496. 

Music Halls, 518. 

Newspapers, 496. 

Parish Councils, 709. 

Parliamentary Companies, 454. 

Partnership Accounts, 16. 

Petty Cash, 71. 

Port of London Authority, 466. 

Private Firms, Accounts of, 16. 

Publishers, 498. 

Purchase Returns, 81. 

Purchases, 78. 

Railway Companies, 455, 500. 

Retail and Co-operative Stores, 503. 

Retired Partners, Accounts for, 449. 

Rubber Companies, 503. 

Bales, 82. 

Schools, 505, 
i Store Books, 295, 

Share Capital Account, 291. 

* Store Transfers, 296. 


Shipbuilders, 483. 

Shipping Companies, 506. 

Single .Ship Companies* 506. 

Steeping Partners, Accounts for, 448. 
Solicitors, 5Q8. 

Statutory Report, 316. 

Stockbrokers, 510. 

Sttokiphtorf, 516, 

Tramways. *$0- - „„ 

Tranafetof Shares, 295. 


*Tniat M» ’Jh»ance Companies, 521. 
, Trnst 4ceoVBts; 20. 463, 658. 
Trustee Serfage Banks, 4G3,»524, 
( Tn3$teeS,488. } ' ‘ 
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AUJ>IT OF [continued) 

• llndor writers, 525.. 

Universities, 505. 

Waiter Companies, 457, 526. 

MJDIT PROGRAMME, 29, 408. 

AUDltlNG 

Ancient Records of, 2. 

Origin of, 2. 

Principles of, 2. 

Practice of, 2 

AUDITOR, 

Acts of Parliament affecting, 45 4. 

Address of, to be stated on Prospectus, 244. 

Agent of the Shareholders, as, 192. 

Appointment of, we “ Appointment.” 

Assurance Companies, of, I5S. 

Building Societies, of, 459. 

Cash Creditors, on behalf of, 452. 

Certificate of, we “ (Certificate.” 

• Companies Clauses Consolidation Act, 577. 

Compensation Authorities Accounts, of, 465. 

County Associations, of, 466. 

Creditors, on behalf of, 451. 

Debenture Holders, on behalf of, 190. 

Deterred Shareholders, on behalf of, 191. 

Distinguished from Accountant. 16, 26, 32, 119, 196, 285 
District, 520. 

Duties of, 197. 

Election of, 187 (see “ Appointment of Auditor ”). 
Elective, 529. 

Electric Lighting Companies, of, 458. 

Executor’s Accounts, of, 48S. 

Failure to Elect, 187. 

Failure to Produce Books to, 464. 

First, 188. 

Founder’s Shareholders, on behalf of, 190. 

Friendly Societies, of, 400. 

Gas Companies, of, 461. 

Importance of Duties being in Writing, 4 40. 

Individual Partner or Creditor, on behalf of, 4 47. 

Industrial and Provident Societies, of, 462. 

Instructions to, by one Partner, 141. 

Insurance Companies, of, 45S. 

Insurer, not an, 433. 

Is entitled to rely on tried Servants of a Company, 435. 
Joint, 189. 

Judicial Trustees Accounts, of, 465. 

Liability of, 415 (see Liability of Auditor). 

Lien of, 210. 

Limited Company, of, 1 87. 

Limited Partner, on behalf of, 447. 

Local, 189. 

Misfeasance of, 431. 

Negligence of, 428. 

Nomination of, 188. 

Office of, 187, 194, 

Officer of Company as, 192, 268. 

Parliamentary Companies, of, 455. 

Port of London Authority, of, 406. 

Ereferenbe Shareholders, on behalf of, 190, 
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AUDITOR (eontiimed) 

Provisions of Companies (Consolidation) Act, 1908, as lo, 200* 

Public, 400, 401. 

Qualification of, 453. 

. Qualities required of, 32. 

Railway Com pa rues, of, 400. 

Re-election of, 188. 

Removal of, 188. 

Remunnation of, 187, 284, 404. 

Roport of, we Auditoi’s Report. 

Representative of Deceased Partner, on behalf of, 450. 

Requirements of, 19 \ 

Responsibility of, 188, 189. 

Retired Partner, on behalf of, 449. 

Retiring, 187, 188. 

Rights of, 19 >. 

Sleeping Partner, on behalf of, 449 
Status of, 192. 

Trustee Savings Banks, of, 103 
Trustees’ Accounts, of, 403. 

Vacancy, Casual, in office of, 188. 

Water Companies, of, 157. 

AUDITOR. DUTIES <>F ( 197. 

Companies (Consolidation) Act, 1908, under the, 197. 

Income Tax, in connection with, 33S, 414. 

Must not be limited, 197. 

No part ol, to give advice, 133. 

Not conlinedpto verifying anthmetic.il correctness, 433. 

Partnership Accounts, in connection with, should be stated in wrilihg, 440. 
Secret Reserves, m icgard to, 340. 

Shareholders, to, 197, 433 
Statutory Report, in regard to, 317. 

Stock-in-Trado, in relation to, 174, 133. 

Table “ A,” under, 282. 

Under various Statutes, 451, rf seq 
Where Accounts aro incorrect, 200. 

Where Rooks are not balanced, 190. 

Where he docs not approve of form of Accounts, 110 
Where system of Book-keeping is not good, 196, 197. 

AUDITOR’S REPORT, 

Building Societies Acts, under, 459, 

Companies Clauses Consolidation Act, 1845, under, 455, 579. 

Companies (Consolidation) Act, 1908, under, 197. 

Counsel’s Opinion, re, 202. 

Debenture Holders’ right to copy of, 206, 207. 

Detrimental Information m, 203. 

Form of, 200, 

Friendly Societies Acts, under. 460. 

In connection with Local Authorities, 530. 

Industrial and Provident Societies Act, under, 462. 

Judicial Trustees Act, 1896, under, 465. 

Late Auditors, 28. 

Licensing Rules, 1904, under, 465. 

Must be attached to Balance Sheet or reference given, 205, 206* 

Must be read in General Meeting, 206. 

Omissions from, 201. 

Port oiMLondoa Act, 1908, under, 466. 

Public Trustee Act, 1906, under, 463. 

Publication of, 20 L 
Qualified* 200. 
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APQTTOK’S REPORT {continued) 

Railway Companies Acts, under, 456. 

Reference to Bad Debts, in, 201. 

Reference to Depreciation in, 201. 

Reference to, on Balance Sheet, Form of, 206. * 

Reference to, on Balance Sheet not signed by Auditors, 206. 
Reference to Stock -in-Trade in, 176, 201. 

Shareholders’ right to oopy of, 206. 

Trustee Savings Banks Acts, under, 463. 

Where Accounts are locally audited, 190. 

AUTHORITIES SUBJECT TO DISTRICT AUDIT, 529. 

AUTHORIZED INVESTMENTS, 189, 692. 


B 


BAD AND DOUBTFUL DEBTS. 10). 

Chargeable to Vendor, 323 

Examination of, at Investigations, 56 1, 57 L 

Ledger for, 104. 

Reserve for, 101 U 9c<y„ 152. 

Schedule of, 101. 

Writing off, 105. 

• 

RAD AND DOUBTFUL DEBT LEDGER, 105. 

BAD DEBT DIVIDENDS, 

Posting of, 105. 

Vouching of, 61. 

BALANCE BOOK, 95. 

BALANCE CERTIFICATE, 296. 

BALANCES, 

Bringing down, 99. 

Checking oi, 95, 118. 

Comparison with Sohedulo of Bad Debts, 101. 
Examination of. 95, 100. 

Verification of, 99. 

BALANCE SHEET, 

At Commencement of period, 27. 

Checking Balances to, 118. 

Contingent liabilities in, 156, 

Credit Side, 405. * 

Criticism of, 409. 

Debit Side, 404. 

Definition of. 403. 

Examination of, in Audit of Limited Company, 287. 
Falsification of, in connection with Assets, 161. 

In Annual Summary, 207. 

si. 

* Method of showing Debentures in, 305, 306, 307, 308. 

* i 
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PRACTICAL AUDITING, 


BALANCE SHEET (continued) 

Method of showing Mortgage in, 302. 

Not really a statement of Liabilities and Assets, 403. 
r Older of Assets on, 405. 

Order of Liabilities on, 404. 

Publication of, 204, 409. 

Secret Roserv's effect upon, 404. 

BALANCE SHEET IN ANNUAL SUMMARY, 

Must be Audited by Company’s Auditors, 208. 

No particular date necessary, 206. 

Not necessarily the same as that submitted to Shareholders, 207. 
Valuation ot Fixed Assets in, 208. 

BANK, 

Branches, Audit of, 473. 

Order of Assets in Balance Sheet of, 409. 

Payments into, 62 
Payments out of, 63. 

Secret Reserves in, 341 
Special Points in Audit of, 470. 

BANK BALANCE, 

Certificate of, 67. , 

Fraud m connection with, 67. 

BANK CHARGES, 

Vouching, 49, 66. 

BANK OVERDRAFT, 

Illegality of in case of Local Authority, 5 14 
Should be stated separately in Balance Sheet, 404 

BANKERS’ RECEIPTS, 

Examination of, 1(>9 

BATHS AND WASHHOUSES, 

Of Local Authorities, Audit of Accounts of, 539 

BEARER, 

Bonds to, 166, 612. 

Book, 515 

Share Warrants to, 168, 226 

BEARER BONDS, 

Verification of, 166, 512. 

BEER PRODUCTION ACCOUNT, 476 

BILL BOOKS, 

In connection with Impersonal Ledger, 117, 

BILLIARD RECEIPTS, 481. 

BILL OF LADING, 1H1. 

BILL OF JJ4LE, 182. 

BjLlS OF SALE ACT, 1874, 182. 

BILLS COLLECTION LEDGER. 182 





BIJULS OF EXCHANGE, 

Audit of Issue by Local Authority, 546. 

Sec Bills Payable. 

See Bills Receivable. 

• Vouching, 554. 

BILLS PAYABLE, 

In Balance Sheet, 405. 

Vouching, 49. 

BILLS RECEIVABLE, 

Account, 182. 

Contingent Liability on, 156, 1 88. 

Discounted. 1 88. 

Dishonoured, 49. 

In Balance Sheet, 107. 

In Hands of Agents, 1S3. 

In Hands of Bankers, 188. 

In Relation to Bad Debts, 102, 182. 

Ledger, 182. 

Retired, 182. 

Verification of, 160, 182. 

Vouching of, 61 

BLANK TRANSFER, 297. 

Legal decisions on, 298. 

Loan on Security of, 180, 299. 

BOARD OF TRADE, 

Appointment of Auditor by, 187, 150, 157, 458. 

• Appointment of Inspectors by, 2G3. 

BOND, 

Stock in, 177. 

BOND INVESTMENT COMPANIES, 

Act relating to, 459, 027. 

Form of Accounts, 035. 

Special points in Audit of, 408. 

' BONDS TO BEARER, 

Verification of, 166, 512. 

BONUS, 

Declaration of in fully-paid Shares, 339. 

Declaration of in Discharge of Call, 339. 

BOOK DEBTS, 

Bad and. Doubtful, 101. 

Collection of, for Vendors, 323. 

Guaranteed by Vendors, 324. 

In Balance Sheet, 407. 

Statute-barred, 102. 

Value of, 102. 

Verification of, 99. 

BOdKS, 

Falsification of, 57 L 
list of, 27. 

Necessary under Companies Clauses Consolidation Act, 1845, 505. 
, B0B0UGB AUDITORS, 532, 709. 
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PRACTICAL AUDITING, 


BOROUGH FUND* 

Audit of* 5$$. 

•BOROUGH RATE, 

- Audit of* 536 

Compared with Genera! District Rate, 537. 

BORROWING, * 

By Company, 258. 

By Directors from Company, 325. 

By Local Authorities, 543. * 

Sanction required* 543. 

To pay Dividends, 394. 

Under Looal Acts 543, 544, 548 

BOUGHT JOURNAL, 

Analysis of, 78. 

Audit of, 78, 94. 

Capital Expenditure in, 79. 

Columnar Foiin of, 77. 

Fraud in connection with, 43. 57 1 
In connection with Impersonal Ledger, 117 
Items passed twice through, 43 
Purchases omitted frpm, 79. 

BOUGHT LEDGER, 

Checking of, 95. 

Debit Balances m, 96. 

( 

BOUGHT NOTE, 

As Voucher* 47, 169, 

BOUGHT RETURNS BOOK, 81, 95, 117 
“ BOX,” 514, 515. 

BOX OFFICE RETURNS, 518. 

BRANCH ACCOUNTS, AUDIT OF, 

Foreign Branches, 475. 

Form of Certificate for, 476 
Goods charged out at cost, 473. 

Goods charged out at cost, plus a percentage, 473. 
Goods oharged out at selling prico, 473. 

Special points in, 473. 

Where Branch is not visited, 473. 

Where complete Sot of Books kept at each Branch, 474, 

BREACH OF TRUST, 

Auditors’ Liability for, 35. 

Directors’ Liability tor, 268. 

Officers’ Liability for, 268. 

BREWERIES* 

Special points in Audit of, 476 , 

BRITISH GOVERNMENT SECURITIES, 

*Verificftion of, 167* 

BROKERAGE, 

On placing Shares, 254, 315, 
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t BUILDERS’ ACCOUNTS, 

Special points in Audit ot, 483. 

BUILDINGS, 

• Vouching Expenditure on, 45. 

BUIBDING SOCIETIES, 

Acts relating to, 63*8. 

Appointment oi Auditors of ,^439, 041. 

Borrowing Powers, 338, 643. 

Deposits and Investments, 643. 

Dissolution of, 643. 

Establishment of, 638. 4 

Form ol Audit Certificate of, 470. 

Gifts and Corn missions, 643. 

Inspection of Books, 642. 
investment of Surplus Cunds, 639. 

Rules, Contents ol, 1 39, 040. 

Second Moitf*age, must not advance on, 612. 

Special Points m Audit of, 477. 

Statutory Form of A< counts and Returns 460, 639, 640, 644. 
BUILDING SOCIETIES ACT. 1874, 139, 638. 

BUILDING SOCIETIES ACT, 18y4, 459, 640. 

Appoiulmont of Auditor under, 459. 

u BULL AND BEAR,” 516, 51 7. 

BYELAWS AND STATUTES, 

In connection with Local Authorities 537. 


CALLS, 

Differentiation m respect to, 227 
In airoar, 404, 

Paid in advance, 300, 404. 

Provisions of Table “ A ” m respect ot, 274. 

CANCELLATION, 

Shares, of, 229, 277. 

CAPITAL, 

Aceount, Audit of, 291. 

Alteration of, 229. 

Authorized, 404. 

Balance Sheet, in, 404. 

Dividends paid out of, 391. 

Executorship Accounts, 488 
Interest on Partners, 442. 
interest paid out of, 255. 

Issued, 404. 

Issue of, in case of Gas Companies, 403. 
Lome, 382, 507. 

Um of, Statement in Balance Sheet, 407. 
Moneys, raising by Local Authorities, 544. 
ProAts (see Capital Profits). 

Reduotfo* of, 227, 231, 

Return of* 289* 

Uncalled. Mortgage of, 253 
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PRACTICAL AUDITING 


CAPITAL AND REVENUE, 

Allocation as between in Accounts of, 

Collieries, 432 

♦ .Electric Lighting Companies 4S(> 

Foreign Mines, 490 
Oas Companies, 49 2 
Railways, r >00 
Rubber Companies, 503 
Tramway Companies, 521 
Water Companies, 527 
Distinction between, 128 

CAPITAL EXPENDITURE, 

Allocation of Materials and Wages, 46 129 . 
Architect’s Fees, as 45 
Definition of, 128 

Distinguished frou Loan Expenditure, 54 1 

In Bought Journal, 79 

Investigation of, 564 

Law Costs, as, 45 

Local Authorities, of, 542 

Vouching, 45 

CAPITAL PROFITS, 

Application of, 373 

Legal Decisions with reference to, 178 179 180 
Treatment of in certificate of Profits >63 

( APITAL RESERVE, 

Purohise of Business, on, 121 
Writing up \aluo of Assets on, 31b 

CAPITATION FEES, 507 

CAUI) LEDGERS, 111 

Internal Check m i elation to 112 

CARRIAGE 

Paid in advance, 122 
Vouching, 50 

CARTAGE 

Rebate for, 50. 

CASK, 

Transactions, \udit of, 36 
Intern d Cheek in relation to, 27, 36 
Balance Verification of, 67 
Petty 68 

CASH ACCOUNT, 

Not sufficient for Payments of Dividends, 384 
Receipts and Payments, of, 184 
Risk of relying on 385 

CASH ARTICLES, 466 

CASH ATEBANK, 

batik t etUUcaUs Vox 
ta JinJxjme Sheet. 407 
\ erificatiou of, 67. 
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C4$£ BOOK, 

! Audit of, 36, 

Examination of, in investigations for fraud, 572. 

Internal Check in relation to, 36. ; 

# Postings from, to Impersonal Ledger, 117, 118. 

, Reconciliation of Pass Book with, 65, 

Verification of Balance of, 67. 

CASH DIARY, 56. 

CASH DISCOUNT, 80. 

■ 

CASHIER, 

Control over Books other than Cash Book, 97 
- Fraud by, 104, 571. 

Investigation where defaulting, 57 1 . 

CASH IN HAND, 

Balances should be verified simultaneously, 160. 

In Balance Sheet, 407. 

Verification of, 67. 

' CASH ON DEPOSIT, 

In Balance Sheet, 407. 

Verification of, 68. 

CASH PAYMENTS, 

Capital, on account of, 45. 

Internal check in relation to, 38 
Vouching, 38. 

CASH RECEIPTS. 

Internal Check in relation to.' 56. 

Vouching, 56. 

CASH SALES, 58, 83 
CERTIFICATE, 

Accounts of Branches audited locally, of, 475. 

Assets deposited with Bankers, etc., of, 161. 

Balance, 164. 518, 

Bank Balance, of, 67. 

Building Societies Act, under. 479. 

Building Society, of Auditor of, 459. 

Capital Expenditure, of, 130. 

Co-operative Society, uf Auditor of, 485. 

Debentures of, 256. 

Form of, in Statutory Report, 320. 

Friendly Society, of Auditor of, 460, 492. 

Industrial and Provident Society, of Auditor of, 462. 

Inscribed Stocks, of, 166. 

Issued by Land Registry, 162. 

Mine Manager, of, 490. 

Mortgaged Property, of, 162. 

Outstandings, of, 120. 

r /Pawned Stocks, for, 515. , 

; , public Trustee Act, 1906 , of Auditor under, 466, 489, 686, 688. 
Profits for insertion in Prospectus, of, 561, 566, 568. 

, * 1 Beltway' Companies Act, 1867, of Auditor under, 456, 582. 

JWM/ OtfeiaJs, of, 500. , 

; Shin, of, 506. 
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PRACTICAL AUDITING- 


CERTIORARI, 

Writ of, 531, 532. 

♦CHARGES, 

„ Registration of, 256, 257, 258, 

Sped Ho, 259. 

CHARGES JOURNAL. 78 

CHARITABLE INSTITUTIONS, 

Audit of, 479 * 

CHARTERED ACCOUNTANT, 

Auditor of County Association, as, 466 

Institute of, Joint Opinion of Council to, 202 

Report of Joint Select Committee on Municipal Trading, 1903, 534. 

CHECK, 

Internal (see Internal Chock). 

CHEQUES, 

Country, 02, 66. 
g Vouchers, as, 43, 52. 

CHURCHES, 

Audit of, 480 

CLAIM BOOK, 525. 

4 

CLAIMS, 

Journal, 491 

Vouching, Accounts of Assuiance Company, 469 
" CLEARING HOUSE JOURNAL, 501 
CLERICAL ERRORS, 8, 10 

CLIENTS BANKING ACCOUNT, 

Auctioneers* Accounts, in, 487 
Solicitors* Accounts, in, 508 

CLIENTS LEDGERS, 509, 511 

CLOTHING CLUBS, 485. 

CLUBS, 

Aud't of, 180. 

CODE NAPOLEON, 94 

COLLATERAL SECURITY, 

Debentures as, 262, 307 

COLLECTING AND INDUSTRIAL INSURANCE COMPANIES ACT, 1896, 
461, 660 

COLLECTING SOCIETIES, 

Accounts aftocting, 661, 662. 

PeriUtta 661 

w Sfcatuwy form of Accounts and Returns, 661, 662. 

COU-tiCTMJN', 

Overdue Accounts, of, 98. 
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CqjLpGES, 

* Audit ol Accounts of, 505. 

COLLIERIES. 

Audit of. 481. 

COLONIAL REGISTER OF MEMBERS, 221 
COLONIAL STOCK ACT, 1900. 488, 690. 

COMMENCEMENT OF BUSINESS 

Restrictions Under Companies (Consol id.iiion) Act. 1908, 250. 

COMMISSION, 

Agents, 48. 

Bank, 49. 

Consignment Account, on, 80, 89. 

Errors of, 8. 

Placing Shares, on, 313, 407 

Provisions of Companies (Consolidation) Act, L908, as to, 253. 
Receivable, outstanding, 127. 

Shares, on, disclosed in Annual Summary, 315. r 

Shares, on, disclosure in Balance Shoot, 315. 

Shares, on issue of, 313. 

Shares, on issue. of, payable out of Revenue, 315. f 

Shares or Debentures, on issue of, must be shewn in Accounts, etc., 255. 

Travellers, 48. 

Underwriting, 313, 407. 

Vouching, 48. 

COMMITTEE OF LLOYD'S, 520. 

"COMPANIES. 

History of, 12, 13. 

Joint Stock, Nature of, 12. 

Limited, 212. 

Private, 213. 

Public, 213. 

« Unlimited, 21 2. 

Various (lasses of, 212. 

COMPANIES ACT, 1879, 

Appointment of Auditors undei, 15. 

COMPANIES ACT, 1900, 

Appointment of Auditor under, 15. 

COMPANIES ACT, 1907, 15. 

COMPANIES (CONSOLIDATION) ACT, 1908, 212 

Allotment of Shares, 249. 

Annual List of Members and Summary, 222. 

Articles of Association, 218. 

Auditors, 206. 

Auditors Liability under, 35, 193, 415, 430. 

Commencement of Business, Restrictions on, 230. 

Commissions and Discounts, 253. 

Debentures, 259, 260. 

* Directors, 

* Appointment of, 241, 

' Liability of, for misfeasance. 268. 

fKJSJter df, 242# 

Unlimited Liability of, 236. 
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PRACTICAL AUDITING. 


COMPANIHS (CONSOLIDATION) ACT, 1908 (continued) 

Interest out of Capital, Payment of, 255, 

Investigations, 26.1, 265. 

« Issue of Share and Debenture Certificates, 256 

Liability of Directors and Officers for misfeasance and breach of trust, 268.^ 

4 Meeting, 

Annual General, 258 
Extraordinary Genoral, 239. 

First Statutory, 237. 

Memorandum, 216. 

Minute Books 241. 

Penalties for false statements, <270. 

Prospectus, 

Liability for statements m, 246 
Provisions relating to, 243. 

Statement in lieu of, 246, 262. 

Iiegiatcr, 

Drbontute Holders, of. 259 
Directors, of, 242. 

Members, of, 220. 

Mortgages, of, 258. 

Registration of Mortgages and Cliaiges, 256 
Resolutions, 

Extraordinary, 240. 

Special, 240. • 

Return of Allotments, 251. 

Share Capital, 

Alteration of, 229. 

Creation of Reserve Liability, 236 
Differentiation in rospoct to calls, 227 
Increase of, 229, 275. 

Issue of Share Wat rants, 226. 

Reduction of, 231. 

Reduction of, by Return of Profits, 227. 

Rc organisation of, 230. 

Statement by Banking and other Companies, 262 
Statutoiy Re pmt <>t Directors, form of, 319. 

Various classes of Companies under, 212. 

COMPANIES ACT, 1913, 212. 

COMPANIES (FOREIGN INTERESTS) ACT, 1917, 2 12, 271. 

COMPANIES (PARTICULARS AS TO DIRECTORS) ACT, 1917, 212, 220, 270 
COMPANIES CLAUSES ACT, 1803, 455, 580. 

COMPANIES CLAUSES ACT, 1869 , 455, 581. 

COMPANIES CLAUSES (CONSOLIDATION) ACT, 1845. 454. 455, 577. 
COMPENSATING ERRORS, 8, 11. 

COMPENSATION. 

Authority, Audit of, under Licensing Act, 1904, 465, 699 
Fund Charges, 476, 

COMPLETED AUDIT, 25. 

CONSIGNMENT. 

Account Current, 87. 

Account Sales, 80. 

AdWuxnt*, 80. 

BooffT 88. 

* Commission on, 86 
D*y Bfoks, 86. 

Goods on, 86, 171. 
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CONSIGNMENT (continued) 

* Stock on, 87. 171. 

Treatment in Consignee’s Rooks, 88. 

Treatment in Consignor's Books, 86* 

CONSOLIDATED STOCK 
Register of, 465. 

CONSOLIDATION, 

Share Capital, of, *229. 277. 

CONSOLS, 

Verification of, 166, 167. 

CONSUMERS LEDGER, 486. t 
CONTANGO BOOKS, 511. 

CONTINGENT LIABILITIES, 

Action Pending, 157. 

Bills Receivable Discounted, 156, 183, 405. 

Calls on Shares, 157, 406, 522. 

Cumulative Preference Dividends, on, 389. 

* Guarantees, 157. 476. 

Involving Loss, 156. 

Not Involving Loss, 156. ’ , 

Speculative Transactions on Stock Exchange, 157 o24, 
Trade Contracts, under 157 

CONTINUOUS AUDIT, 22, 31. 

CONTRA ACCOUNT. 97. 

CONTRACTING COMPANIES, 

Audit of, 483. 

CONTRACTORS, 

Audit of. 483. 

CONTRACTS, 

• Contingent Liability in respect of, 157. 

Examination of, 287. 

Registration of, 292. 

CONTRIBUTIONS CASH BOOK, 491. 

CONVERSION, 

Shares, of, 302. 

Value of Assets Abroad, of, 475, 491. " 

CO-OPERATIVE SOCIETIES, 

Audit of, 485. 

Form of Certificate fpr, 485, 665, 671. 

CO-OPERATIVE STORES, 

Audit of, 503. 

pOPY£OM> PROPERTY, 

VerifiofcfciQu of, 163, * 

0PYRI0H1:, 

* '■ <x,m. ■ 
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PRACTICAL* AUDITING 


CORPORATION STOCK, 

Audit of, 544, 547. 

Issue of, 544, 547. 

COST ACCOUNTS, 

* 

Contracts, in connection with, 484. 

Stook-in*Tr<ido, in connection with, 174. 

COSTS, 

Deducted from Clients’ Moneys, 309. 

COUNSEL’S OPINION, 

Companies Act, 1907, re, 202, 

COUNTERFOIL RECEIPTS, 

Charities, for, 479. 

Clubs, for, 480. 

Examination of, in in vostig.xt ions tor fraud, 572 
Vouching, 57, 

COUNTY ASSOCIATION, 

Accounts of, 460, 703, 704. 

Audit of, under Territorial Resorve Foroes Act, L907, 460, 703, 704. 
Establishment of, 7Utf. 

COUNTY COUNCILS, 

Accounts of, 709. 

Audit of, 7 1 0. 

COUNTY STO?!K REGULATIONS. 340. 

credit book, 93. 

CREDIT NOTE, 

Allowances for, 93, 98. 

Purchsso Returns, for, 81. 

Sales Returns, for, 01, 98. 

CREDITORS, 

Arrangements with, 451 
Audit on behalf of, 451 
Balance Sheet, in, 405. 

CREDIT SALES, 

Audit of, 82. 

Receipts from, 57. 

CUMULATIVE PREFERENCE DIVIDENDS, 

Arrears of, 389. 

Contingent Liability for, 389, 

CUMULATIVE PREFERENCE SHARES, 

Arrears of Dividend on, 389. 

Definition of, 288. 

Legal Decisions on, 289, 388, 390. 

Rights of, 287, 

CURRSJNT ACCOUNTS, 

JSalamfes On, 473, r 

CUSTOM DUTIES, 

Vouching, 51. 
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&BAD RENTS, 482. 

DEBENTURES, 308 
• Certificate for issue of. 256 
Definition of, 303. 

* In Balance Sheet, 404 

Irredeemable or Perpetual, 260, 307. 

Issue of Certificates, 256. 1 

Issued as Collateral Security for a loan, 307 
Issued at a discount, 306. 

Issued at a premium, 305. 

Issued under Locals Loans Act, 1875, 547. 

Issue of, 304. 

Mortgage, Register of, 258. 

Mortgage, Registration of, 256. 

Redemption of, 308. 

Registration of, 256. 

Ro Issue of Redeemed, 200, 311. 

Repayable at a Premium, 307, 

Secured by Floating Charge, 258 
Secured bv a Fixed Charge, 259. 

Vouching of, 304, 308. 

DEBENTURE HOLDERS, 

Audit on behalf of, 191. 

Director as Trustee for, 332 
Register of, a 259. 

Security of, - 191. 

Trusses for, 191, 304. 

DEBENTURE STOCK, 303. 

Issued under Local Loans Act, 1875, 547. 
Register of, 259, 581. 

Separate Accounts of, 581. 

DEBTS 

Bad and Doubtful, 101 
DEBTORS, 

Balances, Verification of, 99. 

Balance Sh$ot, in, 407. 

DECEASED PARTNER, 

Audit on behalf of Representatives of, 450. 

DEFALCATIONS, 

Investigation of, 57 1 . 

Nature of, 5. 

DEFERRED REVENUE EXPENDITURE, 130. 

DEFERRED SHAREHOLDERS, , 

Audit m behalf of, 191 . 

Rights of, 191. 

DEFERRED SHARES* 290. 

DEFERRED STOCK, 
tau* of* 581 
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PRACTICAL AUDITING, 


DEFINITION OF, 

V Acreage Root, 482. 

Appropriation Account, 402. 

* * Articles of Association, 218. 

Audits 4. 

Balance Sheet, 403. 

Capital Expenditure, 128. 

Commission on placing Shares, 313. 
Contango, 512. • 

Contingent Liability, 156. 
t Cumulative Preference Shares, 288. 

Dead Rent, 482. 

Debenture, 303. 

Deferred Shares, 200. 

Depreciation, 135. 

Discount, Cash, 80. 

Discount, Trade, 80. 

Divisible Profits, 381. 

Double Account System, 399. 

Error, Clerical, 10. 

Error, Compensating, 11. 

Error of Commission, 9. 

Error of Omission, 8. 

Error^of Principle, 11. 

Fixed Assets, 133. * 

Floating Assets, 133. 

Formation Expenses, 311. 

Founders' Shares 290. 

General Partners, 445. 

Impersonal* Accounts, 116. 

Imprest System, 69. 

Income and Expenditure Account, 401. 
Internal Check, 7. 

Insurance Fund, 155. 

Insurance Reserves, 155. 

Limited Partner, 445. 

Limited Partnership, 445. 

Manufacturing Account, 402. 

Memorandum of Association, 216. 
Minimum Rent, 482. 

Mortgage, 302. 

Nominal Accounts, 116. 

Ordinary Shares, 290. 

Partnership, 437. 

Personal Accounts, 115. 

Preference Shares, 288. 

Preliminary and Formation Expenses, 311. 
Private "Company, 213. 

Profit and Loss Account, 401, 

Quasi Partner, 449. 

Reel Accounts, 116. 

Reserve Fund, 151. 

Reserve, General, 150, 

Reserve, Specific, 160. 

Revenue Account, 401. 4 

Revenue Expenditure, 129. 

Secret Reserve, 340. 

Shmrt’ workings, 482. 

Simib. Preference Shares, 288. 

Single AoOdunt System, 399. 

Sleeping Paartper, 448. 

Statuto»jr Audit, 3 16. 

Table “ A,” 273. 
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qEfmmON OF (continued) 

Tentail Rent, 482. 

Ticket Payable, 513. 

Tioket Receivable, 513. 

Trading Account, *02. 

Underwriting Commission, 313. 

Wasting Assets, 134. 

DELIVERY ORDER, 181. 

DEPARTMENTAL CHARGES, 503. 

DEPARTMENTS, 

Charged with Goods above Cost, 503 

DEPOSITORS, ■ 

Balance Booh, 525. 

Ledger, 525. 

Pass Books. 524. 

DEPOSIT RECEIPTS, 68. 

DEPRECIATION. 

Annuity System, 138, 140. 

Assets of Local Authorities, 554. 

Calculation of Rate, 136, 137, 143, 145, 146. 

China, Glass, Linen, &c„ 481, 494. 

Copyrights, 147. 

Depreciation Fund System, 138, 141, 144. 

Effect of ftot Charging, 135. 

Effluxion of Time, 136. 

, Electric Lighting Companies, 486. 

Equated Rate, 144. 

Excessive, 337 

Extent to which nooossary in addition to Loan Redemption in the case of 
Municipal Trading Undertakings, 555. 

External, 136. 

Fixed and Moating Assets, 356 et seq. 

Fixed Instalment System, 138, 140, 143, 144, 146. 

Fixed Plant and Machinery, 143. 

Fixtures and Fittings, 146. 

Fluctuation, 137. 

Freehold Buildings, 139. 

Freehold Land, 139. 

Furniture, 145. 

Gas Companies. 493. 

General Considerations, 135, 

Goodwill, 147. • 

Horses, 147. 

Hotel Furniture, 494. 

In relation to Certificate of Profits for Prospectus, 568. 

Insurance Policy System, 138, 141. 

Internal, 136. " 

Investments, Financial Trust Co., 522. 

Investment of Provision for, 136. 
leasehold, Land and Buildings, 140. 

Legal Decisions with reference to, 366 el seq . 

Loose Plant and Tools, 145. 

Machinery on Hire Purchase, 145. 

Methods of providing for* 137. 

Mine Property, 483, 

Motpr Omnibuses, 496. 

Municipal Trading Undertakings, 557. 

Non-Trading Municipal Undertakings, 557. 
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PRACTICAL AUDITING 


DEPRECIATION (conttnved) 

Obsolescence, 130, 143, 144. 

Patents, 146. 

c * Reasons for providing, 135. 

Reducing Instalment System, 138, 143, 144, 145. 

Re- valuation, 130, 145, 147. 

Ships, 507. 

Should always be recorded in Books, 137. 

Wear and Tear, 136, 143. 

DEPRECIATION FUND, 138, 141,. 144, 406. 

DETECTION, 

01 Errors, 5, 8. 

Of Fraud, 5. 

DEVELOPMENT, 

Expenditure ou. in Mines, 1S2, 490. 

DIFFERENCE, 

In Trial Balance, 10. 

DILAPIDATIONS, 142. 

DINING ROOM RECEIPTS, 481. 

DIRECTORS, 

Additional Remuneration, 333 
Agents of Shareholders, as, 102, 

Appointment of. 241. 

Appointment of, as Trustee for Debenture Holders 332. 
Attendance Book, Examination of, 327. 

Auditor’s position with regard to, 18S. 

Borrowing from Company, 325. 

Breach of Trust, liability for, 268. 

Creditors for Remuneration, 329. 

Disqualification of, 241, 331 
Disqualification of, under Table “ A,” 279. 

Duty of, 196. 

Fees, 319, 326. 

Fees, Vouching, 44. 

rnoome Tax in connection with calculation of Remuneration, 328 

Lncome Tax on Remuneration, 331. 

biability for Dividends paid oat of Capital, 391 

Liability of, 194. 

Liability to Account, 324 
Managing Directors, 333. 

Managing Directors not preferential in Liquidation, 333 
Minute Book, 33£. 

Misfeasance, liability for, 268. 

Overdraft of Salary or Remuneration, 325. 

Powers of, under Tabic '* A,” 278. 

Presents to, 209. 

Provisions of Table 14 A,” as to, 277, 278, 279, 332 
Qualification of, 241, 331, h * 

Register of, 242 270. 

Remuneration based on Net Trading Profits, 329. 

S oration in excess of amount due, 329. 
oration of, 326 

oration voted by Shareholders, 328. 

Remuneration upon vacating office during currency of year, 339, 
Report prior to Statutory Meeting, 237, 316, 

Reserves in connection with calculation of remuneration, 327. 
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# DIRECTORS {continued) 

Restrictions on appointment of, 241. 

Travelling Expenses, 332. 

Unauthorized, Acts of, 192. 

• Unlimited Liability of, 230. 

Vacation of Office of, 241, 332. 

Vacation of Office of, under Table k ‘ A,’* 279. 

Validity of Acts of unqualified, 242. 

Waiver of Fees, 331. 

DISCOUNT, 

Arguments for and against providing reserve for, 153. 

Cash, 80* 

Improper Manipulation of; 572. 

In Cash Book, 08 , 95. 

Issue of Stock at, 582 
On Bills Receivable, 50. 

On Debentures, 254, 300, 407. 

On Debts collected for Vendor, 323 

Provisions of Companies (Consolidation) Act, 1908, as to, 253. 
Receivable, 44. 

Reserves for, 153. 

Shares may not be issued at a, 254. 

Trade, 80. 


DISPUTE, 

Items in, 96. 


DISTRICT AtJDIT, 

«A<ffLorities subject to, 529. 
DISTRICT AUDITOR, 


Appointment of. by Local Government Board, 530. 
Duties and Powers of, 530, 53 L. 

Remuneration of, 531. 

Statutes affecting, 706. 

Surcharge by, 531 


DISTRICT AUDITORS ACI\ J879, 530, 708 

DISTRICT FUND, 

Audit of, 538. 

DIVIDENDS, 382, 

Arrears of Cumulative Preference, 389, 390 
Borrowing to pay, 396. 

Companies Clauses Consolidation Act, 1846, 580 
Contingent Liability of Cumulative Preference, 389. 

Directors' liability for, if paid out of Capital, 390. 

Directors liability for improper declaration of. 269. 

Directors may carry Profits forward, 387. 

Effect of Seoret Reserve upon, 340, 341. 

Final, $ 86 . 

Forfeiture of, 280, 394. 

Gas Companies, limitation of, 492. 

Income Tax in connection with, 348. 349. 

Interim, 382. 

Interim may be cancelled, 387. 

Issue of Shares to pay, 395. 

Liability for, when wrongly paid and subsequently maue gcn>u uu* or 
profits, $91. 

Must be paid in Cash in absence of power to the contrary, 393. 


A. A A 2 
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PRACTICAL AUDITING. 


DIVIDENDS (continued) * 

Not due till declared, 387, 389. 

Paid out ol Capita], 390. 
inference, 388. 

, Preference, under Companies Clauses Act, 1863, 580 
Provision of moneys for payment of, 394. 

Provisions of Table “ A ” as to, 279, 388. 

Reserve for Equalization of, 396. 

Scrip, 393, 395. 

Shareholders Liability for, if paid out of Capital, 391 
Unclaimed, 394. 

Vouching, 393. 

' Water Companies, Limitation of, 526. 

When declared, a debt, 387. 

DIVIDEND JOURNAL, 5]J, 517. 

DIVISIBLE PROFITS, 

Acoounts necessary for ascertainment of, 386, 387 
VscoitainmentH ot Pro tils, 351. 

Definition of, 381. 

DOCK WARRANT, 181, 

DOCUMENTS Or TITLE, 

Verification of, 161. 

DOUBLE ACCQUNT SYSTEM, 

Depreciation, treatment of, under, 400. 

Explanation of, 399. 

Replacements and Renewals, under, 400, 493, 501 

DOUBTFUL DEBTS, 

( See Bad and Doubtful Debts). 

DRAWINGS, 

Interest on, 444. 


E 

EDUCATION ACT, 1002, 542, 

EDUCATION FUND, 485. 

EDUCATION GRANTS, 

Audit of, 542. 

EFFLUXION OF TIME, 138. 

ELECTIVE AUDITORS, 532, 700. 

ELECTRh LIGHTING ACT, 1882, 458, 810. 

( . • ’ 

^ELECTRIC RIGHTING ACT, 1888, 458, 

.ELECTRIC LIGHTING CLAUSES ACT, 1890. 458, 619. ’ 
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ELECTRIC LIGHTING COMPANIES, 

- « m 

Auditors appointed by Board of Trade, 458. 

Special points in Audit of, 486. 

Statutes affecting, 458, 610, 619. 

Statutory form of Accounts and Returns, 458, 610, 611. 

EMPLOYEES 1 LIABILITY INSURANCE COMPANY, 

Appointment of Auditor of, 459. 

Form of Aooounts of, 444, 459, b3i 
Special points in Audit of, 108. 

Statute affecting, 458, 026. 

EMPTIES, 

Credit Book, 91. 

Reserve for, 92. 

Returns Book, 91. 

Stock of, 92. 

Treatment of, 91. 

ENDOWMENTS, 505. 

# ENDOWMENT POLICY, 

For redemption of Lease, 185. 

For repayment of Debenture*, 185, 309. 

In Balance Shoot, 310. 

Treatment in Books of, 310 

ENGINEERS’ ACCOUNTS, 

Special points in Audit of, 183. 

E^SPfSS, 

Clerical, 8, 10. 

Commission, of, 8, 9. 

Compensating, 8, 11. 

Detection of, 5, 8. 

In connection with Stock-in-Trade, 79, 172. 

In preparation of Wages Sheets, 53. 

. Omission, of, 8. 

Principle of, 8, 11. 

ESTABLISHMENT ACCOUNT, 

Treatment of, in Newspaper Accounts, 497 

ESTABLISHMENT CHARGES, 

In Contractors’ Accounts, 483. 

On Finished Goods, 174 

On Goods in course oi Manufacture, 173. 

ESTATE AGENTS’ ACCOUNTS, 

Special points in Audit of, 486. 

EXCHANGE. * 

In Branch Accounts, 475. 

In Foreign Mine Accounts, 491. 

Treatment of difference on, 469, 17.7. 

( EXCHEQUER BONDS, 

. Verification of, 168. 

‘exchequer CONTRIBUTIONS, 

Audit Of, 541, 542. 
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* * 

EXECUTORS’ ACCOUNTS, 

• Advantages of Audit of, 20. 

Form of Certificate for, 489, 686, 688. 

Remuneration of Auditor, 466. 

Speoi&L points in Audit of, 488. 

* Statutes Affecting, 463, 683. 

Expenditure, 

Apportionment of, between Capital and Revenue, 128. 
Capital, 126. 

Carried forward, 130. 

Deferred Revenue, 130. 

On behalf of Clients, 486. 

On New Crops, 504. 

Paid In. Advance, 126, 407. 

Preliminary, in connection with New Business, 132. 
Revenue, *129, 

EXPENSES, 

Formation, 311. 

Preliminary, 311. 

Statement in Balance Sheet of, 407. 
EXTRAORDINARY GENERAL MEETING, 239. 
EXTRAORDINARY RESOLUTION, 240, 


F 


FALSE STATEMENTS, 

Auditor s Liability for,~415, 416. 

Directors' Liability for, 416. 

Penalties for, under Companies (Consolidation) Act, 1908, 270, 416. 

FALSIFICATION. 

(See Fraud). 

FALSIFICATION OF ACCOUNTS ACT, 1876. 417. 

FEES, 

Architect’s, 46- 
Auditors, of, 285. 

Directors, of, 326, 

Not debited to Clients, 4§7. ,k 
Transfer, 296* 

FICTITIOUS, 

Entries, 97. 

Payments, 6. 

Sales, 565. 

FINAL AUDIT, 25. 

FINAL DIVIDENDS, 386. 

FINANCE ACT, 1894, 541. 

FINANC^OMMITTEES, 

J-ocal Ifethorities of, 553. 

Finance companies. 

Audit of, ?#L 
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INSURANCE COMPANY, 

Audit of, Special points in, 469. 

Statutes affecting, 459, 624. 

Statutory Forms of Account of, 459, 632, 

• * 

FIRtyS, 

Audit of Accounts of, 16, 437, 

FIXED ASSETS, 

Balance Shoot, in, 133, 403. 

Definition of, 133. 

Depreciation of, 133, 350, 371. 

Legal decisions affecting, 357 et seq. 

Loss on, Treatment of, 337. 

Re- Valuation of, 337. 

Valuation of, in Statement filed with Annual Summary, 20i 

FIXED CAPITAL, 373. 

(See Fixed Assets). 

’ FIXED INSTALMENT 1 SYSTEM, 

Definition of, 138. 

Leases, application to, 140. 

Patents, application to, 146. 

Plant and Machinery, application to, 143, 144. 

FIXED PLANT ANI) MACHINERY, 
iation of, 143. 

FIXTURES AND FITTINGS, 

Depreciation of, 140. 

Vouching, 47. 

FLOATING ASSET’S, 

Balance Sheet, in, 133, 405. 

Definition of, 133. 

Depreciation of, 35G, 374. 

Legal derisions affecting, 357 et seq* 

Valuation of, 133. 


FLOATING CAPITAL, 374. 
(See Floating Assets). 


FLOATING CHARGE, 

When void, 258. 

FLOATING COOPERAGE, 476. 
FLUCTUATION, 137. 

FOREIGN EXCHANGE, #74, 491. 

FOREIGN MINES, 

Audit of, 490. 


FORFEITED SHARES, < 

Audit of, 300 . 

Ih Balance Sheet, 404, 

Provisions of Table 44 A ” as to, 275, 
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FORFEITURE, 

Unclaimed Dividend* of, 394. 

fORGED Transfers, 297 . 
formation expenses, 

Nature of, 31 1 . 

Statement in Balance Sheet, of, 313, 407, 
FORM OF, 

Accident Companies, 033. 

Accounts, 398. 

Assurance Companies, 622, 031. 

Auditors* Certificates (.fee Certificates). 
Bond Investment Societies, 635, 

Bought Journal, 77. 

Bought Returns Book, 81. 

Building Societies, 644. 

Collecting Societies, 663. 

Colliery Wages Sheet, 481. 

Eleotrie Lighting Companies, 611. 

Fire Insurance Companies, 033. 

Friendly Societies, 655. 

Gas Companies, 005. * 

Industrial and Provident Societies, 609 
Petty Cash Book, 69, 73. 

Published Accounts, 408. 

Railways, 583, 

Sold or Rotufn Journal, 84. 

Statutory Report ot Director**, 319 
Wages Sheets, 5L 

*orwar6 SALES, 89. 

ROURDEKS’ SHAREHOLDERS, 

Audit on behalf of, 100, 191 
Rights of, 191. 

FOUNDERS* SHARES, 290. 


FRAUD, 


Auditor’s Liability for non-detection of, 427. 

By Cashier, 97. 

Ciaasos of, 5. 

Detection of, 5. 

In connection with, 

Allowances, 92* * 

Assets improperly pledged, 160. 

Bank Balance, 67. 

Bought Journal, 43, 574. 

Cash, 56. 160. k 
Improper inflation of values, 161. 

Loose Leaf Ledgers, 112. 

Petty Cash, 68, 73 
Postage Book, 72. 

Pwhmw, 43, 79, 574, 

SSdtdn-Trwie, 79 177. 

„ Wage* 52, 53. 

In Ledger Balances. 31. 

Investigation Where suspected or known, Ml, 570. 
Procedure at Investigation for, 571. 
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QySEHOLD PROPERTIES, 

Balance Sheet, in, 405. 
Depreciation of, 139. 
Valuation of, 163. 

Verification of, 162. 

% Vouching Expenditure on, 45. 

FREIGHT ACCOUNTS, 

Of Shipping Companies, C0t> 


FREIGHT AND CARRIAGE, 


Outstanding, 122. 
Vouching, §0 

FRIENDLY SOCIETIES, 


Audit of, Statutes affecting, 445, 649 
Audit of, Special points in, 491. 

Borrowing Powers, 000. 

Form of Certificate for, 494. 

Holding of Land, 650. 

Investment ot Funds, 651, 652, 060 
Loans to Members, 6 >J. 

Officers to render Accounts, 653, 

Penalties, 653. 

Quinquennial Valuation, 650. 

Rights of Members, 650 
Rules, Contents of, 654. 

Statutory. Forms ot Accounts and Returns 461, 649, 655 
Subscriptions to Hospitals, 050. 
appointment of, 649 


JJsittees, 

I^RLENDLY 


SOCIETIES ACT, 1896, 400, 461, 649 


FRIENDLY SOCIETIES ACT, 1908, 660. 


FULLY PAID-UP SHARES, 

Issue of, as Bonus, 338. 

Issue of, to Vendors, 251, 292. 

FUND, ^ 

Depreciation, 138. 

Insurance, 155, 507. 

Reserve, 151, 335. 

Sinking, 309, 55 l. 

FURNITURE, 

Depreciation of, 145, 

FUTURE DELIVERY, 

Sales for. 89. 


GAS COMPANIES, 

Accounts to be lodged, 605. 
Appointment of Auditors of, 456 
Appointment of Inspectors, 604 
Profits to he limited, 493, 603. 

, Jftesert'til Fundi, 493, 603. 

SpMftt points in Audit of, 494, 

Statutes V«#ctog, 457, 603, 605, 
Statutory form of Accounts of, 458* 605. 
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GAS, WORKS CLAUSES ACT, 1847, 457, 603. 

QAS WORKS CLAUSES ACT, 1871, 457, 605. 

CfATB BOOK, 

{See Goods Received Book). 

GENERAL DISTRICT RATE, 

Audit of, 530. 

GENERAL LEDGER, 

{See Impersonal Ledger). 

GENERAL MEETING, 

Annual, 238. 

Extraordinary, 239. 

GENERAL RESERVE, 160. 

GOODS, 

At Docks, 171, 181 • 

Finished, 174. 

In Course of Manufacture, 173. 

Loan on Goods, 181. 

Misappropriation of, 5,c6, 571. 

On Consignment, 86. 

„ On Sale or Return, 84. 

Paid for in Advance, 96. 

GOODS INWARDS BOOK, 

[See Goods Received Book). 

GOODS RECEIVED BOOK, 

As pait of Internal Cheek, 76. 

Reference of Invoices to, 40, 42, 78, 79. 

GOODWILL, 

Capital lteserve, 322. 

Depreciation of, 147. 

In Balance Sheet, 405. 

Is Fixed Capital, 362. 

Of Limited Company, 321. 

Secret Reserve in connection with, 340. 

Valuation of, 147, 450. 

GRANTS, 

From Crown in lieu of Rates, 542. 

In Aid, .>41, 

GROSS PROFIT, 

Tn Trading Account, 402. 

Percentage of, on Turnover, 176. 

Percentage of, on Turnover, for purpose of Interim Aocounts, 385. 
Use of, in Investigations, 563. 

GROUND RENTS, 

Verification of, 162. 

GUARAlfl^jE, 

Cppapany limited by, 212, 216. 

Contingent liability in respect of, 156. 

Loan secufed by, 181. 

Of Book Debts by Vendors, 324. 
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• ** 

HIRE PURCHASE AGREEMENT, 
Depreciation under, 145. 
Examination of, 46. 

* Vouching payments under, 46, 482 

HORSES, * 

Depreciation of, 147. 

Valuation of, 147. 

HOSPITALS, 

Form of Accounts, 480. 

Special points in Audit of, 480. 

HOTELS, 

Special points in Audit of, 493. 


l.O.U.’s, 74. 

IMPERSONAL ACCOUNTS. 

Posting to, 42. 

IMPERSONAL LEDGER, 115 et . «eq. 

Investigation of, 564. 

Outejjwidingtf, Method of dealing with, 120. 

Jpgfsonal Accounts in, 116. 

^Subsidiary books to be chocked to, 117, 118. 
Transfers where Journal not employed, 117. 

When Auditor acts as Accountant, 118, 119. 

When Books are presented to Auditor balanced, 118. 


IMPREST SYSTEM 
For Petty Cash, 69. 

INCOME ACCOUNT, 489. 

INCOME AND EXPENDITURE ACCOUNT, 

Definition of, 401. 

Local Authorities, of, 540, 541 . 

INCOME TAX, 

Accrued, 348. 

Adjustment of, in connection with Partnership Accounts, 444. 
Auditor’s duty in connection with, 347, 444. 

Charitable Institutions not liable to, 479. 

Directors’ Remuneration, on, 331, 349. 

\ Liability in respect of, 348. 

Scrip Dividend must be declared free of, 393, 

Where Dividends declared free of Tax, 349. 

Where Dividends declared Less Tax, 348. 
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INDUSTRIAL AND PROVIDENT SOCIETIES. 

Audit of,' 401, 005, 000. 

Advances to Members, 607. 

$ Banking Business, Conditions of carrying on, 666. 

Holding of Land, 666. . * 

" Investments, 666. 

Penalties, 667. 

Rules, Contents of, 667. 

Statutes a flee ting, 665 668. 

Statutory Forms of Accounts and Returns, 162, 665, 666, 068 669, 

INDUSTRIAL AND PROVIDENT SOCIETIES ACT, 417, 665i 

INDUSTRIAL AND PROVIDENT SOCIETIES AMENDMENT ACT, 1913 
162, 665, (»68. 

INFLATION, 

Profits of, 96, 161, 505. 

Stock-in-Trade of, 160. 

INSCRIBED STOCK, 

Verification of, 160. 

INSOLVENCIES, NOTES OF, 103. 

INSPECTION OF, tl 

Books by Inspectors appointed by Board of Trade, 263 
Books by Inspect dim appointed by Company, 265. 

Books undor Table " A,’* 281. 

Register of Dobonture- Holders, 259. 

Register of M e,n bers, 220. 

INSPECTORS, 

Investigation by, appointed by Boxrd of Trade, 203 
Investigation by, appointed by Company, 2(>“>. 

INSURANCE, 

Funds, 155, 507. 

Loss by msuftb font, 507. 

Paid in advance, 128. 

Policies, Examination of, 49, 600 
Policy System, 138, 141, 

Piemiuxns, 48 

Premiums, Investment of 155, 507, 526 
Profits, 568. 

INSURANCE BROKERS, 

Audit of, 504. 

INSURANCE COMPANIES, AUDIT OF, 

Statute Uftocting, 458. 

Spedat points in, 468. 

INSURER, 

Auditor not an, 421, 433, 

INTEREST* 

Accrued, 127, 

Advances by Partners on, 443. 

Bank Deposit on, 60. ^ 

Oallsi^d in advance, on, 301. 

Loans, on, 49, 60, 125, 177, 178 
Ofitstandixig, 127. 

^ Overdraft* on, 49. 

Partners’ Capital, on, 442 
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Payment of, out of Capital, 255, 301. 

. Purchase consideration, on, 322. 
Suspense Account, 178, ^ * 

•interim 

Acoounts, 383. 

Audit, 22, 

Certificate or Bonds, 168 
Dividends, 280, 383, 387 

ihter'nal, 

' Depreciation, 136. 

Reserve, 340 et eeg. 

INTERNAL CHECK, 

Definition of, 7. 

In relation to, 

Allowances, 92, 97. 

Bad Debts, 104. 

Banks, 47o. 

Cash, 27, 36, 97. 

Club, 480. 

Credit Sales, 82. 

Invoices, 76. 

Invoices and Statements, 27, 42. 
Local Authorities, 534, 535, 539. 
Loosp Leaf Ledgers, 112. 

Packages and Empties, 91, 98. 
^Personal Ledgers, 27. 

Petty Cash, 27, 70. 

Purchase Returns, 81. 

Purchases, 76. 

Receipts, 57. 

Sales Ledgers, 97. 

Sales Returns, 90, 98. 

Sectional Balancing, 106, 110. 
Total Accounts, 27, 106. 

Wages, 27. 

Necessity for, 7. 

Of Manufacturing Business, 27. 
Written Statement of, 27. 

INTESTATES ESTATES ACT, 1890, 691. 


INVESTIGATION, 

Access to all Books by defaulting Parties, 5*3. * 

1 Adjustments necessary in respeot'of Certificate of Profits for Prospecfci 
' Bad Debts, 565, 574. 

Board of Trade Inspectors, by, 263. 

Capital Expenditure, 564. 

, Certificate of Profits, 562, 568. 

Comparison of Balance Sheets, 564. 

.Comparison of Percentages, 563. 

„ '’Comparison of Turnover, 563. 

^Course of Procedure, 562. 

, Examination of Accounts, 562. 

j of Impersonal Ledger, 564. 
x of Sales, 565. ^ 

„_ji of Vouchers, 572. 

* 561, 571. 

’> Rales, 565. 

^dealing with Invoice?, 574. 
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INVESTIGATION (continued) 

Fraudulent Manipulation of Accounts, 57 L 
Improper Manipulation of Discounts, 572. 

« Increase of Sales at dose of period, 506. * 

Inflation of Stock, 505. 

" Inspectors appointed by tho Company, by, 205. 

Misappropriations of Money or Goods, .’71. 

Nature of, 56D. 

Objoct of, for Certificate in Prospectus, 5 32, 

On bohalf of an Individual or Firm proposing to finance a business, 560, 570. 
On behalf of Private Individual or Firm about to purchase a business, 560, 509. 
On behalf of proposed Company, 560, 561. 

On behalf of prospective incoming Partner, 560, 569. 

On behalf of Shareholders’ Committee, 501, 570. 

Percentage of Expenditure to Turnover, 563. 

Petty Cash, 573. 

Procedure on Investigation for Fraud, 571. 

Salaries and Wages, 573. 

Stock Shoets, 56 k 

Trust Accounts ol , 1(>3 488, 683. 

Verification of Ledger Balances, 5~3, 574. 

Vouching, 504. 

Whore Fraud is suspected or known, 561, 570. 

INVESTMENTS, 

Authorized, 488, f>91. 

Income from, 59. 

hi respect ot Reserve Funds, 150, 406. 

Loans on, 180. 

Roservo for depreciation of, 154. 

Sale of, 61. 

Statement of, on Balance Sheet, 40C. 

Trustees, of, 488. 

Valuation of, 163, 179. 

Voritieation of, 160. 

Vouching Pin chase of, 47. 

INVOICE BOOK, 

(See Bought Journal). 

INVOICES, 

Checking, 76. 

Fraud in relation to, 571. 

Internal check in relation to, 27, 76. 

Post dated, 79* 

Reference to Goods Received Book, 76, 79, 

Vouching, 39, 42, 40, 47. 

IRREDEEMABLE DEBENTURES, 260. 

ISSUE OF, 

Bonus Shares, 319. 

Debentures, 303. 

Debentures as collateral security tor a Loan, 307. 

Debentures at a Discount, 3 )0. 

Debentures at a Premium, 303 
Redeemed Debentures, 260. 

Shftfeund Debenture Certificates, 256. 

SharSl^t a Premium, 294. 

Shares for Caslu 291. 

Shares fully paid, 292. 

Sham toepay Dividends, 395, 

Shares with Preferred and Deferred Rights, 217, 
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^JOBBERS’ LEDGERS, fill. 

JOINT JOBBERS* BOOKS, 517* 

JOINT STOCK COMPANIES REGISTRATION ACT, 1844, 13. 
JOURNAL, 

Chock against* Trial Balance in total, 94. 

Continental use of, 94. 

In connection with Impersonal Ledger*, 117. 

Sectional Balancing in, 94. 

Use of, 93. 

Vouching, 93. 

JUDICIAL TRUSTEES, 

Accounts of, 405. 

Audit of, 405. 

Remuneration of, 090. 

JUDICIAL TRUSTEES ACT, 1896, 465, 688- 

JUDICIAL TRUSTEES RULES, 1907, 689 

Accounts and Audit, 689. 

Banking Account, 689. 

Guarantee Premiums, 689. 

Remuneration of Trustee, 690. 


L 


“ LAID ON ” BOOK, 527. 

LAND, 

Copyhold, 

Verification of, 163. 
Freehold, 

Depreciation of, 139. 
Verification of, 162. 
Vouching, 45. 

Leasehold, 

Depreciation of, 140. 
Verification of, 163. 
Vouching, 46. 

LAND CERTIFICATE, 

Inspection ot, 162. 

LAND REGISTRY, 

Certificate issued by, 162. 

LAND TRANSFER ACTS, 162. 

LANDED ESTATES, 
y Audit of, 495. 

.tABGEKY' ACT, 1861, 416. 

‘ LAW C0S,m ■ ■ 

■ ■; _ of acquiring, 45. 
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LEASEHOLD LAND AND BUILDINGS, 

* Depreciation of , 140. 

Endowment Policy for Redemption of, 183, 

Valuation of, 163. 

Verification of, 163. 

• Vouching Expenditure on, 45. 

LEASEHOLD REDEMPTION ACCOUNT 141, 142. 

'LEDGER BALANCES, 

Cheeking, 31., 

Fraud in connection with; 31. 

Investigation of, 572, 573. 

Verification of, 99. 

LEDGERS, 

+ Card, 111. 

Fraud in connection with, 31. 

Internal Check in relation to Personal, 27. 

Loose Leaf, 111. 

LEGAL DECISIONS, 

Divisible Profits, relating to, 356 et seq. 

Liability of Auditors, relating to, 418 et seq. 

LEGAL EXPENSES, 

Outstanding, 123. 

LIABILITY OF? 

Auditor (see Liability of Auditor). 

Directors, 236, 268, 390. 

, Directors to Account, 324. 

Officers of a Company, 268. 

Shareholders if Dividends] paid out of Capital, 391. 

LIABILITY OF AUDITOR, 

Companies (Consolidation) Act, 1908, § 216, under, 193, 415, 429. 
Companies (Consolidation) Act, 1908, § 281, under, 415. 
Falsification of Accounts Act, 1875, under, 41 7. 

For not placing the true position before the Shareholders, 431. 
Fraud, for not detecting, 428, 429, 430. 

Larceny Act, 1861, under, 416. 

Misfeasance, for, 193, 415, 430. 

Negligence, for, 427. 

Non-verification of Petty Cash, for, 429. 

Officer of a Company, as, 192, 415. 

Omitting to Examine Pass Book, for, 427. 

When no Audit Certificate given, 428. 

Where terms of Contract not clear, 428. 

LIABILITIES, 

Balance Sheet, in, 405. 

Bills Receivable discounted, on, 156, 

Contingent, 156. 

Omission of, 121, 565. 

Outstanding, 119. 

Paymftnt of, for Vendor, 317, 

LICENSE, % , 

* Compensation fox non-renewal of, 476. 
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LICENSED PROPERTIES, 

*** Payment of Compensation, 699 
Renewal of Licenses, 699. 

’ 4 Statute affecting, 699. 

•LICENSING ACT, 1904, 450, 699. 

w "Deductions under, 701. 

Maximum Charges under, 701 
Rules under, 701, 702. 


LICENSING RULES, 1904, 450, 70$ 703. 


LIFE INSURANCE COMPANY, 

Audit of, . 

Special points in, 469. 
Statute affecting, 458, 620. 
Form of Accounts, of, 458, 631. 

LIFE POLICIES, 

Assignment of, 181. 

Loans on, 181. 

Surrender value of, 18L 
Verification of. 183. 

LIMITATION. 

Auditors’ Duties, of, 197. 


LIMITED COMPANY, 

Audit j>i, ^84 et seq. 

Aj*dffor of, 187 et seq. 

jflfMITED COMPANY, AUDIT OF 


Accounts, Examination of, 287. 

Adjustment of Accounts with Vendors, 321. 

Alteration of Share Capital. 301. 

Appointment of Auditor, 284. 

Apportionment of Profit prior to Incorporation, 322. 
Balance Sheet, Examination of, 287. 

Blank Transfer, 297. 

Books and Documents, Inspection of, 286. 

Calls paid in advance, 300. 

Commission on issue of Shares, 313. 

Considerations on Appointment as Auditor, 284. 
Contracts, Examination of, 287. 

Cumulative Preference Shares, 288. * 

Debentures, 303. 

Debentures Issued, 304. 

Debentures Issued as Collateral Security for a Loan, 307. 
Debentures Issued at a Discount, 306. 

Debentures Issued at a Premium, 305. 

Debentures, Redemption of, 308. 

Debentures Repayable at a Premium, 307. 

Deferred ShareB, 290. 

Directors, 324. 

Directors, Liability of, to Account* 324. 

* Directors* Minute Book, 334. 

Directors* Qualification, 332. 

Directors’ Travelling Expenses, 332. 

Distinction between Stock and Shares, 291. 

* Forfeited Shares, 300. 

S'- ; Forged Transfers, 297* 

, Founders* Shares, 290. 
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PRACTICAL AUDITING. 


LIMITED COMPANY, AUDIT OF {continued) 

Income Tax, 347. 

Interest paid out of Capital during construction, 301 
v Internal Reserve, 340. 

Managing Directors, 333. 

* Management Shares, 290. 

Memorandum and Articles, Inspection of, 286. 
Minute hooks, 334, 

Mortgages, 302. 

Ordinary Shares, 290. 

Preference Shares, 288. 

Preliminary and Formation Expanses, 311. 
Prospectus, Examination of, 287. 

Purchase of Business, 321. 

Receipts and Payments on behalf of Vendors' 323. 
Reduction of Share Capital, 301. 

Remuneration of Auditors, 283. 

* Remuneration of Directors, 320. 

Reports, Examination of, 287. 

Reserve Funds, 335. 

Secret Reserves, 340. 

Share Books, 295. 

Share Capital. 288. 

Share Transfer, 296. 

Shareholders’ Minute iBook, 335. 

Shares issued at a Premium, 294. 

Shares issued for Cash, 291. 

Shares issued for consideration other than Cash 291 
* Simple Preference Shares, 288. 

Statutory A i dit, 310. ' 

LIMITED PARTNERSHIPS ACT, 1907, 445. 

Audit on behalf of Partner under, 18, 440 

LIST OF BOOKS, 

Auditor should obtain, 57, 

LOAN EXPENDITURE, 

Distinguished from Capital Expenditure, 543. 

LOAN LEDGER, 512. 

LOAN PERIOD, 

Local Authorities, in connection with, 543. 

LOANS, 

Balance Sheet, m, 406. 

Bill of Sale, on, 182. 

Goods, on, 181. 

Interest on, 177, 178. 

Investments, on, 180. 

Life Policies, on, 181. 

Mortgage, on, 47, 178, 379, 404, 406, 460. 

Personal Guarantee, on, 181. 

Security, on, 177. 

Verification of, 177, 178. 

Vouching. 47. 

Without Security, 47, 404. 

LQANS TO LOCAL AUTHORITIES, 

Insurance-Companies, from, 546. 

Issue of Slock, by, 547 at seq. 
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LOANS TO LOCAL AUTHORITIES (o onlinucd, 

1 Mortgage for short period, on, 545. 

Mortgage for whole period of Sanction, on, 515. 

Otlfer Local Authorities, from, 546.. 

Public Works Loans Commissioners! from, 546. 

LOCAL AUDITOR, 

Appointment of, 189. 

Foreign Branches, of, 475. 

Foreign Mines, of, 490. r 

Form of Auditors’ Report, where, 47 f». 

LOCAL AUTHORITIES, AUDIT OF, 

Accumulating Redemption Funds, 553. 

Advantages of raising Money by issue of Stook, 547 
Allotments, 539. 

Auditors of Municipal Corporations, 529. 

Authorities subject to District Auditor, 529. 

Authority for Appointment of Professional Auditors, 533. 

Baths and Washhouses, 539. 

Borough Fund, 538. 

Borough Rate, 53 J. 

Borrowing under Local Act, 513, 544, 548. 

Calculation of Redemption Fund Contribution, 551. 

Capital Expenditure, 542. # 

Certiorari, Writ of, 53 L, 532. 

Classification of Auditors, 529. 

Corporation Stock, 544 ,* 547. 

County Stock Regulations, 549. 

DebeuMres, Debenture Stock, etc., under Local Loans Act, i875, 547. 
depreciation of Capital Assets, 554, 

* Depreciation of Non-Trading Undertakings, 557. 

Depreciation of Trading Undertakings, 554. 

Distinction between Borough and General District Rates, 537. 

Distinction between Loan Expenditure and Capital Expenditure, 543. 
District Auditors, 529. 

District Fund, 538. 

Education Grants, 542. 

Elective Auditors, 532. 

Employment of Sinking Fund Accumulations for Capital Purposes. 551. 
Exchequer Contributions, 541, 542. 

Extent to which Depreciation is necessary in addition to Loan Redemption 
in the case of Trading undertakings, 555. 

Extent to which Depreciation Legally necessary, 554. 

Finance Committees, 558. 

General District Rate, 537. 

< Grants from Crown in lieu of Rates. 542. 

Grants in Aid, 541. 

Income and Expenditure System, 540, 541. 

Internal Check, 534, 535, 539. 

Issue of Bills of Exchange, 546. 

Joint Collection of Rates, 537. 

Loan Period, 543. 

Loans from Insurance Companies, 546. 

Loans from other Local Authorities, 546. 

Loans from Public Works Loan Commissioners, 546. 

Local Taxation Account, 54 1. 

» ' Markets, 539. 

Mayor's Auditor, 532, 

' Model Stock Clauses, 548, 549. 

^ Mortgage for Short Period, 545, 

for Whole Period of Loan Sanction, 545 
; ?; Mortgages upon Properties and Rates, 545. 
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PRACTICAL AUDITING, 


LOCAL AUTHORITIES, AUDIT OF (continued) 

Non- Accumulating Redemption Funds, 553. 

Non -Productive Works, 542. 
r Obsolescence, 557. 

Order on Treasurer, 540, 

Outstandings, 540. 

Payments, 530. 

Powers and Duties of District Auditors, 530, 531. 

Powers and Duties of Elective Auditois, 532. 

Principles upon winch Auditor should proceed, 535. 

Procedure at Audit, 535. 

Procedure for Passing Payments, 539. 

Productive Work#, 542, 

Professional Auditors, 533. 

Raising Capital Moneys. 5 4 1, 

Rale xVocountB, 538. 

Ratos, 530. 

Record of Assots, 5 43. 

Redemption of Stock, 551, 554. 

Remedy of Aggrieved Ratepayers, 530, 532. 

Remuneration of District Auditors, 531. 

Remuneration of Elective Auditors, 533. 

Repayment of Capitol Moneys, 552. 

Repayment of Loans by equal Instalments of Principal, 552, 

Repayment of Loonfc by Sinking Fund Method, 553. 

Repayment of Loans by the Annuity System, 553. 

Replacements, 555. 

Report of Joint Select Committee on Municipal Tiading, 1903, 533, 534 535. 
Requisition Books, 539. 

Sanction to Borrowing, 543. 

Statutes aud Bye-Laws, 557. 

Statutes Aflecting, 7U6. 

Stock Dividends Fund, 549, 550. 

Stock Redemption Fund, 550, 551. 

Stock Regulations, 549, 553. 

Surcharge by District Auditor, 531. 

Unauthorized Overdraft at Bank, Illegal, 544. 

Vouching Bills of Exchange, 554. 

Vouching Payments, 530. 

. Vouching Repayment of Mortgages, 554. 

Vouching Stock Issues, 552. 

Writ of Certiorari, 531, 532. 

LOCAL GOVERNMENT ACT, 1888, 510, 541, 542, 548, 558, 709 
LOCAL GOVERNMENT ACT, 1894, 710. 

LOCAL GOVERNMENT BOARD, 

District Auditor to Report Irregularities to, 530. 

Duty to Appoint District Auditors, 530. 

May Remit or Reverso Surcharge, 531. 

LOCAL RATES, 

Audit of, 536* 

Jomt Collection of, 537, 

LOCAL TAXATION ACCOUNT, 

A^udit of, 541. 

LOCAL TAXATION (CUSTOMS AND EXCISE) DUTIES ACT, 1890, All. 

*» 

LOCATION^ 

Of errors, by Sectional Balancing, 107. 
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•LONDON GOVERNMENT ACT. 1890, 510. 558. 710. 
LOOSE LEAP LEDGERS, 111. 

LOOSE PLANT AND TOOLS, 

* Depreciation of, 115. 

Valuation of, 181. 


M. 

MAINTENANCE CONTRACTS, 496. 

MAINTENANCE RESERVE ACCOUNT, 149. 

MANAGED HOUSES, 476. 

MANAGEMENT FUND, 491. 

MANAGEMENT SHARES, 200. 

MANAGING DIRECTORS, 278, 

Not Preferential in Liquidation, 331. 

MANIPULATION OF ACCOUNTS, 6, 7. 

MANUFACTURING ACCOUNT, 402, 

MANUFACTURING BUSINESS, 

Internal Check in, 27. 

MARKET QUOTATIONS, 169. 

<r 

MATERIALS, 

Chargeable to Capital, 46. 

MAYOR’S AUDITOR, 532, 709. 

MEETINGS, 

Annual General, 238. 

Extraordinary General, 238. 

First Statutory, 237. 

MEMBERS, 

Annual List of, 222. 

Register of, 295. 

MEMORANDA BOOKS, 56. . 

MEMORANDUM OF ASSOCIATION, 

Inspection of, 286. 

Provisions of Companies (Consolidation) Act, 1908, 'o, 216. 

METROPOLITAN BOROUGHS, 

* Accounts of, 710. 

Audit of, 710. * v 

METROPOLITAN GAS COMPANIES, 

* Audit of, 457, 

METROPOLIS WATER ACT, 1902, 711. 

METROPOLITAN WATER BOARD 
' ■ ; ^beounts of, 711. ‘ 
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PRACTICAL AUDITING. 


Mines, 

Audit of, 481, 490. 

Expenditure on Development of, 482. 

• Stannarios Act*, under the, 697. 

* Accounts of, 697, 

Audit of, 698. 

MINIMUM RENTS, 482. 

MINIMUM SUBSCRIPTION, 249, 851. 

MINUTE BOOK, 

Access of Auditor to, 196. 288. 

Companies Clauses Consolidation Act, 1845, under, 577. 
Directors, of, 334. 

Provision of Companies (Consolidation) Act, 1908, as to, 241. 
Shareholders, of, 335. 

Special Matters which should be shown in, 331, 335. 

MISAPPROPRIATION, 

Goods, of, 5, 6, 571. 

inability of Auditor for Negligence in respect of, 161. 

Money, of, 5, 6, 571. , 

MISCELLANEOUS RECEIPTS, 

Vouching of, 62. 

MISFEASANCE^ 

Auditor's Liability for, 192, 415, 430. 

Definition of, 269. 

Directors* Liability for, 268, 269, 270. 

Officers’ Liability for, 268, 209. 

Relief of Directors in respect of, 270. 

MODEL STOCK CLAUSES, 548, 549. 

MONEY, 

At Call, 472. 

*At Short Notice, 472, 

Misappropriation of {see Fraud), 472. 

MORTGAGED PROPERTY, 

Verification of, 162. 

MORTGAGES, 

Custody of Deeds, 478. 

Definition of, 302. 

Equitable, 178. 

Examination of Deeds, 47, 179, 460, 478. 

For Short Period, 545. 

For Whole Period of Loan Sanction, 545. 

Interost on, 60. 

Ijegul, 178. 

Lou ns secured by, 178, 

Properties and Rates of Local Authority, on, 545. 

Register of, 258, 302. 

Registration of, 256, 302. 

Second, 180 
Ships, of, 506. 

Statement of, in Balance Sheet. 302. 

Vouching Loans on, 47. 
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f JlpRTGAGES AND BONDS, 

Register of, 455. 

MOTOfti CAB COMPANIES, 

, Audi} of, 496. 

MOTOR OMNIBUS COMPANY, 

Audit of, 490. 

MOUNTING ACCOUNT, 519. 

MUSIC HALL. 

Audit of, 51 S. 

MUNICIPAL CORPORATIONS ACT, 1882. 5.12. 5114, 540, 079. 
MUNR JIPAL CORPORATIONS, 

Auditors of, 529 
MUNICH* \L TRADING. 

Hr port of Joint Solod Commit too, 1 903, on, 533 534, 535 

MUTUAL DEALINGS, 

Sepaiately Recorded, 97. 

N 

“ NAME^Vtl!,” 51(1. 

NATIONAL WAU BONDS, 

# Voiihoation of, lt>7 

NEGLIGENCE, 

Auditor's liability for 35, 42 7. 

NEW BUSINESS 

Preliminary Expenditure in connection with. 132. 

NEW PLANT, 130. 

NEWSPAPERS, 

Special points in Audit of 197 

NOMINAL LEDGER (see Impersonal Ledger). 

NON-PRODUCTIVE WORKS, 

Of Local Authorities, 542. 

NUMBER BOOK, 515. 


OBSOLESCENCE, 

Aa a Hooting Depreciation, 135 143. 144. 
Of Electrical Plant, 557. 

OBSOLETE PLANT 130. 

OFFERTORY BOOK, 480- 

OFFICE FURNITURE, 

Depreciation on, 145. 

Vouching of Expenditure, on, 47. 
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OFFICER, 

Auditor's liability os, 193, 268, 415 
Banker aa, 269* 

# Secretary as, 269. 

^Solicitor aa, 269. 

OMISSION, 

Errors of, 8. 

OPTION, 

On unissued Shares, 254, 314. * 

ORDER, 

On Treasurer of Local Authority, 540. 

ORDER BOOK, 

For Purchases, 76. 

For Sales, 82. 

ORDINARY SHARES, 290. 

OUTSTANDINGS, 

Advertising in advance, 128. 

Audit Fee, 123. c 

Book to record items, 119. 

Carriage, 122. 

Commission receivable, 127. 

Dividends, 127. 

Expenditure gtaid in advance, 126. 

Freight, 122. 

Insurance in advance, 128. 

Interest, 127. 

Interest on Loans, 125. 

Items in Accounts of Local Authorities, 540. 
Legal Expenses, 123. 

Purchases, 121. 

Rent, Rates, etc., 122, 127. 

Rents Receivable, 126. 

Trade Expenses, 123. 

Travellers 1 ' Commission, 124. 

Travelling Expenses, 124. 

Wages, 122. 

OVERDRAFT AT BANK, 

Illegality in the Case of Local Authority, 544. 
In Balance Sheet, 404 


p 


PACKAGES, 

Stock of, 92. 
Treatment of, 91. 


PARISH^COUNCILS, 

Accounts of, 710. 
Audit of, 710* 


PARLIAMENT, 

' Acts of (see Acts of Parliament). 
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f &JlRLIAMENTARY companies, 

Audit of, 454. 
t PARTIAL AUDIT, 22. 

•PARTNERS, 

Accounts of, on Dissolution, 439. 

Accounts of Private Speculative Dealings, 51 L. 

Adjustment of Rights, inter se, 441. 

Audit of Accounts of, 10, 437. 

Audit on behalf of Deceased, 450. • 

Audit on behalf of Individual, 447. 

Audit on behalf of Limited, 447. 

Audit on behalf ot Retired, 449. 

Audit on behalf of Sleeping, 434, 448. 

Deeds, 440. 

Drawings, 51, 443. 

Expenditure on behalf of, 443. 

Income Tax of, 4 44. 

Interest on Capital, 442. 

Interests of, 437. 

Limited, 445. 

Must account, 438. 

Quasi, 449. 

Rights of Deceased, 439. 

Salaries, 443. 

PARTNERSHIP, 

Audit of Accounts of, 10. 

Deedf 17, 440. 

' Definition of, 437. 

Limited, 445. 

Limit of Number of Persons in, 212. 

PARTNERSHIP ACCOUNTS, 

Adjustment of Income Tax, 44 b 

Adjustment of the Rights of Partners infer sc, 441. 

Arrangements with Creditors, 451. 

Audit on behali of a Limited Partner, 447. 

Audit on behalf of an individual Partin t or Creditors, 447. 

Audit on behalf of a Retired Partner, 449. 

Audit on behalf of a Sleeping Partner, 448. 

Audit on behalf ol Cash Creditors, 452. 

Audit oil behalf of Creditors, 451. 

Audit on bo ha It of the Representatives of a Deceased Partner 450 
Definition of Partnership. 437. 

Examination of Partnership Deed. 440. 

Goodwill, Valuation of, 450. 

Importance of Auditor* Duties being defined in Writing, 17, 440 
Interest on Advances, 442. 

Interest on Capital, 442. 

Interest on Drawings, 444. 

Instructions to Auditoi by one Partner, 441. 

Limited Partnerships Act, 1907, 445. 

Partnership Aet, 1890, The, 437. 

Partners* Drawings. 443. • 

Partnership Deeds, 440. 

Partners* Salaries, 443. 

Partners should initial Drawings Accounts, 444 
Private Expenditure of Partners, 443. 

Qhasi Partner, 449. 

PARTNERSHIP AC®, 1890, 437, 
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PRACTICAL AUDITING, 


PASS ROOK, 

Auditors’ Liability for omitting to Examine, 427. 

Checking Cash Book with, 62, 572. 
f Examination of, lor Bank Charges, 40, 67. 

Examination of, in Investigations, 572. 

* Inspection of, in Trustee Savings Bank, 524. 

Payments into Bank, 02. 

Payments out of Bank, 63. 

Reconciliation with Cash Book, 65. 

Verification of Balance, 67. 

PATENTS, 

Depreciation of, 140. 

Examination of, 46. 

Foes for Renewal of, 46, 146, 184. 

Valuation of, 140. 

Verification of, 184. 

Vouching Expenditure on, 40. 

PAYMENTS, 

In advance, 120, 107. 

Internal Check in relation to, 38. 

On Account, 102. 

On behalf of Vendors of business, 323. 

Vouching, 38. • 

PENALTIES, 

For False Statements, under Companies (Consolidat ion) AH 1 908, 270 
PENNY BANKS, 485. 

PERCENTAGES, 

Cninpaiison of, for Investigation Purposes, 563 . 

Expenses to Turnover, of, *03, 503. 

Gross Profit on Turnover, of, 170. 

PEHJUttY ACT, 1911, 270, 410 

PERSONAL LEDGERS, 

Internal Check in relation to, 27. 

Separate Balancing of, 100. 

Verification of Balances on, 99. 

PETTY CASH, 

Audit of, 71. 

Auditor’s Liability for Non -Verification of, 426* 

Book, 68. 

Cheques drawn for, 08, 09. 

Columnar Form, 09, 73. 

Dockets, 71. 

Fraud in connection with, 08, 73. 

Imprest System for, G9. 

Internal Check in relation to, 27, 71. * 

Investigation of, 573. 

Lodger Account for, 73. 

Methods of Keeping, 69. 

Slips, 71. 

Solicitors, 509. 

System of, 09. 

Verification of, 161. 

Verification of Balance of, 73, 74, 494 
Vouching, # 72, 

PEW R ENTS* 480* 
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JJJECE WORK, 

Record for Wages, 52, 53. 

PLArft AND MACHINERY 

, « Alterations to, 131. 

# Replacements, 130. 

Re- valuation of, 184. 

Sale of. 83. 

Verification of, 184. 

Vouching Expenditure on, 40 

PLANTATION COMPANIES, 

Audit of, 504. 

PLEDGE, 

Definition of, 178. 

Fraudulent, 160. 

Loan secured by, 178. 

POLICY, 

Account, 141. 

Endowment, 183, 310, 311. 

Life, 181. 

Redemption, 183. 

Sinking Fund, 183. 

Verification of, 183. 

POOR LAW (AMENDMENT) ACT, 1868, 524 

0 

PORT Of* LONDON ACT, 1908, 466, 705. 

Port op London authority, 

Accounts of, 705. 

Audit of, 466, 706. 

POSTAGE BOOK, 

Fraud in connection with, 72. 

POSTINGS, 

Verification of, 98, 118. 

PREFERENCE DIVIDENDS, 289, 388, 389. 


PREFERENCE SHARES, 

Arrears of dividends on, 389. 

Audit on behalf of Holders of, 190. 
Cumulative, 288. 

Dividends on, 289, 388. 

Rights of Holders of, 190, 288, 336. 
Simple, 288. 


PREFERRED STOCK, 

Issue by Railway Companies, of, 583. 


PRELIMINARY EXPENSES, 

Apportionment of, 312. 
«Baknce Sheet, in, 407. 
''Nature of, 311, 312. 
Newspaper Accounts, in, 496. 
Prospectus, in, 244. 

Statutory Report, in, 237, 

;ywtdhing,,'»l2. 
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PREMIUM, 

. Apportionment of, on Prematura Dissolution of Partnership, 438, 
Articled Clerks, 510* 

0 Books, 525* 

Income, 469. 

* journal, 494* 

Reserve, 470. 

Shares, on, 308. 

PRIME ENTRY BOOKS, 

Analysis of, for Sectional Balancing, 110. 

Importance of proving Casts for Sectional Balancing, 108. 

PRINCIPLE, 

Errors of, 8, 11. 

PRINCIPLES, 

Auditing* of, 2. * 

PRIVATE COMPANY. 

« Certiiicatov under § 3, Companies Act, 1913,^215. 

Definition of, 213. 

Duties of Auditor of, 215. 

Exemptions from Obligations imposed on Public Companies, 215. 
Statutory Report, anck 318. 

PRIVATE FIRM, 

Audit of Accounts of, 16. 

PRIVATE INDIVIDUALS, 

Audit of Accounts of, 18. 

PRIVATE LEDGER, 116. 

PRODUCTION ACCOUNT, 498. 

PROFESSIONAL AUDIT, 

Advantages of, 15. 

Local Authorities, 533. 

PROFIT AND LOSS ACCOUNT. 

Cheeking Balances to, 118. 

Form of, 401, * 

Publication of, 408. 

Statement of, in Balance Sheet, 408. 

PROFITS, 

Ascertainment of, 351. 

Capital 377. 

Certificate of, 561. 

Divisible, 381. 

Inflation of, 161, 

PROMOTION PROFITS, 523. 

PROPERTIES IN HAND, 478. 

PROSPECTUS, 

Auditor’s name on, 246. 

Definition of, 246. 

Examination of, in Audit of Limited Company* 287, 

Liability for Statements in, 247. 

Liability of Auditor in respect of, 249. 

Provision# of Companies (Consolidation) Act* 1908, as to, 2j43 
Statement in lieu of, 246, 247. * v ,{ 
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f PROTECTING CLUBS, 507. 

PUBLICATION. 

Accounts, of, 408. 

Auditor's Report, of, 204. 

# Balance Sheet, of, 204. 

PUBLIC ACCOUNTANT, 

Auditor of Building Society must be, 459, 641. 

Auditor of Collecting Society must be, 462, 661 . 

Auditor under Public Trustee Act, 1966, must be, 4(>3, 686. 

* 

PUBLIC AUDITOR, 

Appointment of, 672. 

Fees of, 673. 

Friendly Society, of, 460, 650. 

Industrial and Providential Society, of, 462, 667. 

PUBLIC COMPANY, 213. 

PUBLIC HEALTH ACT, 1875, 706. 

PUBLIC HEALTH ACTS (AMENDMENT ACT), 1890, 548. 

PUBLIC TRUSTEE ACT, 1906, 21, 463, 683. 

Appointment of Auditor under, 463. 

Certified© of Audit, 464, 489. 

Dutjpe of Auditor under, 464. • 

0 Failure to produce Books to Auditor, 464. 

• Investigation and Audit of 'Trust Accounts, 685, 687. 

Powers and Duties of Public Trustee, 683. 

Production of Books, 464. 

Remuneration of Auditor, 464. 

Rights of Auditor under, 463. 

Rules under, 687. 

PUBLIC TRUSTEE RULES, 1912, 687, 

PUBLISHED ACCOUNTS, 

Form of, 408. 

Publishers, , 

Books Published at Author's Risk, 499. 

Special Points in Audit of,, 498. 

Stock, Valuation of, 499. 

PURCHASE OF BUSINESS, 321. 

PURCHASE RETURNS, 81. 

PURCHASES, 

- Examination of, in Investigations, 574. 

For future delivery, 90. * 

.« Fraud in Relation to, 76, 574. 

Omitted from Bought Journal, 79. 

Omitted from Stock, 79. 

Outetandings, 119. 

* ^.jKhidjbeig Amooumt. Jn. 
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Q 

QUALIFICATION OK DIRECTORS, 381. 
# Under Table “ A,” 277. 

QUASI PARTNER, 44‘>. 


RAILWAY COMPANIES, 

Form of Auditor'** Certificate, 502*, 582, 

fame of Preferred and Deferred Ordinary Stock, 583 

PowtJi to Issue Stock at a Discount, 382. 

Social PointH in Audit of, 300. 

Statutes, 382, 583. 

Statutes affecting Audit of, 505, 582. 

Statutory Form of Accounts and Returns, 450, 585 

RAILWAY CO VI PANTIES ACT, 18(17, +53, 455 582. 

RULWVY COMPANIES (ACCOUNT,^ YND RETURNS) \CT, 1011,442 5(19 

RATE ACCOUNTS, 

Audit of, 538, 

• 

RATES, 

Audit of, 530. 

Grants from Crown in lieu of, Audit of, 544 
Joint collection of, 537. 

Outstanding, 122, 127. 

RAW MATERIALS, 173. 

REBATE, 

Bills under Discount, on, 472, 

Cartage, for, 50. 

Shipping Accounts, on, 51, 

RECEIPTS, 

Internal Chpek m relation to, 30. 

RECEIPTS AND PAYMENTS ACCOUNT, 

Bonus Improperly Declared on faith of, 380 

Difference between, and Profit and Loss Account, 385, 380. 

Inadequate for determining Profit or Loss, 385. 

RECEIPTS IN ADVANCE, 487, 496. 

RECONCILIATION STATEMENT, 60, 67. 

RECONS TRIJCTKD COMPANY, 

Audit of First Accounts of, 321. 

REDEEMED DEBENTURES, 

Re- Issue of, 261. 

REDEMPTION OF DEBENTURES, 308. 

Endowment Policy for, 183, 310. * 

Methyls of, 308. 

No Sinking Fund Eormod, where, 309. 

Provided for bv Annual Charge, where, 309. 

Provisions of Trust Deed, 192, * 

Repayable hy Annual Drawings on the Principle of a Sinking Fund, where* 
311. 
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REDEMPTION OF DEBENTURES (continued) 

Repayable by Annual Drawings without Sinking Fund where, 30#. 
Sinking Fund, by, 309. 

Vouching, 309. 

•REDEMPTION OF LEASEHOLDS, 183. 

REbEMPTION OF STOCK, 

Local Authority, of, 551, 554. 

REDEMPTION POLICY, 183. 

REDUCING INSTALMENT SYSTEM, * 

Definition of, 138, 

Furniture, applied to, 14.^ 

Plant and Machinery, applied to, 143, 144. 

REDUCTION OF CAPITAL, 

Incidence of, 231. 

Provisions of Companies (Consolidation) Act, 1908, as to, 231. 

Table “ A,” 277. 


REGISTER, 

Colonial, 221. 

Consolidated Stock, holders of, 578. 
Debenture Holders, 259. 

Debenture Stock, 581. 

Deeds, of, 478. 

Directors, 242. 

Members* 220, 295. 

Mortgages, 258, 302, 303, 410. 

# Mortgages and Bonds, 578. 

• Shareholders, 455, 577. 

Stock, 578. 

Transfers, 295. 

“REGISTERED ” BOOK, 515. 

REGISTERED STOCK, 

Verification of, 105, 512. 


EGISTRATJON OF, 

Debentures, 303, 304, 305. 

^ Mortgages, 302. ' 

jjISTRATION OF BUSINESS NAMES ACT, 1910 ; 270. 

L AT ION OF RAILWAYS ACT, 1868, 455, 450, 582. 
URANCE BOOKS, 525. 

.URANCES, 469. 

Wation of auditor, 

, lanies (Consolidation) Act, 1908, § 112, under, 187, 285. 
y Trustee Act, 1906, under, 465. 

WtION OF DIRECTORS, 326. 

Wl, 333. 

, lice Book, Examination of. Hi connection with, 327. 

. Net Trading Profits, 329. 
i for, 330. 

I amount due, in, 33 k 

. in connection with calculation of, 328. 

; /©it Remuneration, 331. 
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REMUNERATION OP DIRECTORS (continued) 

Reserves in connection with calculation of, 329. 

' Travelling Expenses, 332. 

Upon Vacating Office during currency of year, 330. 

C Voted by Shareholders, 329. 

Waiver of Fees, 331. 

RENEWALS, 

(See Repairs and Renewals). 

RENT OUTSTANDING, 122, 127. 

RENT ROLL, 495. 

RENTS RECEIVABLE, 

Outstanding, 126. 

Vouching Income from, 60. 

REPAIRS AND RENEWALS, 

Chargeable against Revenue, 148, 486. 

Replacements, 148. 

Should not be charged to Asset Account. 149. 

Treatment of in Double Account System, 400. 

Gas Companies Accounts, in, 493. 

, Railway Companies Accounts, in, 501. 

Where charge varies c insider ably, 149. 

REPAYMENT, 

Capital Moneys by Local Authorities, of, 552. 

REPAYMENT OP LOANS BY LOCAL AUTHORITIES, 

Accumulating Redemption Funds, 553. 

Annuity System, 553. 

Equal Instalments of Principal, 552. 

Non -Accumulating Redemption Funds, 553. 

Sinking Fund Method, 553. 

REPLACEMENTS, 

Treatment of, 148. 

„ Douole Account System, in, 400. 

Gas Companies Accounts, in, 493. 

Local Authorities Accounts, in, 555. 

Railway Companies Accounts, in, SOI. 

REPORT, 

Auditor, of, 200 (see Auditor’s Report). 

District Auditor, of, 530. ‘ 

Joint Select Committoo on Municipal Trading, 1903, of, 533, 534, 535. 
Late Auditor’s, 28. 

Statutory, 316, et seq. 

REQUISITION BOOKS, 539. 

RESERVE, 

Account, 151, 405. 

Against Accruing Liabilities, 151. 

Against Loss on Realization of Assets, 151 • 

Rail Debts, for, 101, et seq., 152. ^ 

BaUnce Sheet, in, 405. 

Capital, on Purchase of Business, 321. 

Depreciation of Investments, for, 154. 

Directors’ power to put to, 290, 336. 

Discount, for, 153. 

Equalization of ; Dividends, for, 396. 
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•RESERVE. { continued ) 

^ ^ General, 150, 335. 

In: connection with calculation of Directors 1 * Remuneration, 323. 
Insurance, for, 155. ’ 

Internal, 340 et seq. 

Investments in respect of, 150. 

9 Premium on Shares issued, taken to, 337. 

•Provisions of Table “ A ** as to, 279, 336. 

Redemption Account, Transfer of, to, 336. 

Secret, 340 et seq . 

Specific, 150, 335. 

Utilized in Business, 150. * 

RESERVE FUND, 

Accumulation of, 335. . 

Balance Sheet, in, 405, 410. 

Definition of, 151. 

Liquidation, in, 340. 

Utilization of, 337. % 

RESERVE LIABILITY, 

Cannot be made the subject of a Charge, 259. 

Creation of, effects alteration in Memorandum, 236. 

RESOLUTIONS, * 

Extraordinary, 240. 

Special, 240. 

RETAIL A HD CO-OPERATIVE STORES, 

Audit ^f, 503. 

Retired partner* 

** * ^AttditjajjJjehalf of, 449. 

RETURNED CHEQUES, 

Bad and Doubtful Debts, in connection with, 103. 

Recorded in Cash Book, 63. 

Should be examined in Investigations for Fraud, 573. 

Vouchers, as, 52. 

RETURN OF ALLOTMENTS,^!. 

RETURNS, 

Inwards Book, 90. 

Newspaper Accounts, in connection with, 497. 

Purchases, 81. 

Sales, 90. 

'REVENUE Account, 

Definition of, 401. 

r J * 

REVENUE EXPENDITURE, 

Deferred, 130. 

^ 4 Definition of, 129. 

' ROUGH GASH BOOK, 37, 56. 

Royalties, 

i \\ Collieries, 482. 

• . *'^Sehen, B00. 

RUB^fea companies 

Audit a,m. 
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S 

SALARIES, 

Book, 49. 

i * Investigation of, 573. 
t Partners, 443. 

Vouching, 41, 44, 49, 520, 

SALE OR RETURN, 

Journal, 84. 

Ledger, 85. 

Treatment of Goods ou, 84. 

SALES, 

Capital Assets of, 83. 

Cash, 58, 83. 

Credit, 57, 82. 

Fictitious, 83, 565. 

Fictitious increase of, 560. 

For future delivery, 89. 

Forward, 89. 

Internal Check in connection with, 82. 
Investigation of, 565. 

Receipts from, 57, 58. 

Residuals and Fitting®, of 494. 

Rubber, of, 504. 

Trading Account, in, 402. 

SALES DAY BOOK, 

Audit of, 82i 
Empties in, 92. 

For Goods on Consignment, 88. 

In connection with Impersonal Ledger, 117. 

SALES LEDGER, 

Credit Balances in, 105. 

Empties and Packages in, 92, 

Goods* on Sale or Return in, 85 
Internal Check in relation to, 97, 

SALKS RETURNS, 90, 01, 117. 

SALVAGE BOOKS, 525, 


SANCTION, 

To Borrowing by Local Authorities, 543. 
SAVINGS BANK ACT,* 1891 , 680. 


SAVINGS BANKS, 

(See Trustee Savings Banks). 

SCHEDULE, 

<fl%d Debts, of, 101. 

* Minces, of, 99, 100, 118. 

SCRtrWVID»ltoS, 892, 398, 523, 

SCHOOLS, 

Audit of; MIS, 








